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reason for stepping up the mechanized 
efficiency of your client's office and 
accounting procedures. Replace obso- 
lete equipment with modern Burroughs 
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Burroughs representative? Burroughs 
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EDITORIAL COMMENT 


One of the most interesting fea- 
Public Discussions On tures of the duty of an editor is, 
Accounting Principles a8 we conceive it, to read exten- 
and Practices sively other publications dealing 

with subjects in which we are 
interested. The result of this reading is two-fold; it gives 
us thoughts and background for something which we may 
write ourselves as editorial comment or as an article (if 
we only had the time to do so!) The review of these 
accounting publications satisfies us that our associates in 
other countries are far more prolific than we are in Canada 
and that much of the material which we see is very well 
worthwhile. One must realize too that there are many 
papers written and submitted to these foreign journals 
which never appear in print. As we have said before, we in 
Canada are not holding our end up in this field. It is 
true that this journal is not given the opportunity to review 
comprehensively the addresses given either by, or before, 
our members in all cases, but we feel also that the profes- 
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sion in Canada should be heard throughout the land on 
many more occasions than it is. 

At about this time last year, we suggested that our In- 
stitutes should extend their various systems of instruction 
to include lectures given by members and others familiar 
with the subjects to be discussed. We have noted with in- 
terest that the Calgary Chartered Accountants Students As- 
sociation recently completed its first series of lectures very 
successfully; papers were delivered by members of the 
Alberta Institute and the Calgary Bar. Can it be said truly 
that we are so modest that we refuse to submit our notes 
to the Editorial Committee of this publication, or is it the 
case that having heard a useful lecture we forget all about 
those who were unabie to be present? 


We are rather horrified to read a classified 
Help Wanted, advertisement apparently inserted by the 
Male Warden, Kingston Penitentiary, under the 

heading “Assistant Accountant, Kingston 
Pentitentiary—Salary to start $2100.00 per annum, increas- 
ing annually to $2400.00”. Included under the heading of 
duties is “to direct the necessary staff and inspect and 
verify the work of subordinates and prepare important ac- 
counting statements and perform other related work”. 
Preference is to be given to applicants with overseas ser- 
vice, but apparently the following qualifications are es- 
sential—“Education equivalent to high school graduation; 
at least three years experience in accounting work; knowl- 
edge of fundamental principles of double entry bookkeep- 
ing and accountancy; good knowledge of modern office 
practice; tact and good judgment”. On seeing this, we 
had decided to attempt to comment pungently on the state 
of our society which permits such an offer to any person 
with overseas service, but perhaps a comparison with an- 
other advertisement in the same issue of the newspaper 
will suggest some of the points in mind—“Secretary-Sten- 
ographer for downtown office, 514 day week—$40.00 week- 
ly”. 


We notice that some of our members have had 
Published printed at the foot of their report paper com- 
Reports ments similar to the following “Permission to 
publish excerpts from this report or references 
thereto, with mention of our name, is withheld until the 
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EDITORIAE COMMENT 


form and substance of such excerpts or references are ap- 
proved by us”. We think that this is a wise precaution 
to take and it is one which might well be extended to 
general use. The principle should really be carried further, 
however, and it should be made mandatory that all finan- 
cial statements published in advertisements, or otherwise 
given wide circulation, should include the full text of the 
auditors’ report. Readers are entitled to know whether or 
not the statements published are those which have been 
reported on by the auditor and should be given the benefit 
of any comments which the auditor may have made. 


We are chagrined from time to time when we 
Modesty see, in our daily and financial newspaper and 

magazines, photographs and notices regarding 
our members who have accepted important positions in 
commercial, financial or governmental spheres. It is the 
rare occasion that the fact of their memberships in our Pro- 
vincial Institutes is mentioned. Probably the reason for 
this is that the fact is not disclosed to the publicity agents 
arranging the notices. There is no need for us to be modest 
on this score and the public is entitled to the knowledge 
that our members are acquiring more and more prominent 
places in the community. When such occasions arise, make 
it a personal point to see that your qualifications as a 
chartered accountant are mentioned. 


We have not published for some years any 
Our articles on “Case Law affecting Account- 
Contributors ants” and, while our younger members ob- 

tain during the course of their studies some 
instruction on this subject, we recommend to them more 
extensive reading. To stimulate them in this direction, we 
reproduce this month an interesting paper which was read 
by Mr. T. G. Matthews, a solicitor of Brisbane, Australia, 
before members of the Accountants and Secretaries Edu- 
cational Society (Incorporated) at Brisbane and printed 
in the December 1947 issue of The Federal Accountant, 
official journal of the Federal Institute of Accountants 
(Australia). 

Discussion of LIFO, FIFO and other methods of inven- 
tory valuation continues apace and it seems to this writer 
that it is being reduced from the high level of practicability 
and common sense. Mr. Edward B. Wilcox, a recent past 
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president of the American Institute of Accountants, makes 
a valuable contribution in his paper “The Rise and Fall 
of LIFO” published in the February 1948 issue of The 
Journal of Accountancy. In the headnote to the article, 
the editor suggests that the author asks “Has LIFO caused 
more uncertainty than good? Should economic or mone- 
tary gain be the proper concern of the Accountant?” For 
the sake of our few members who do not, but should, read 
The Journal of Accountancy regularly, we give you herein 
-Mr. Wilcox’s arguments. Those of us who heard him ad- 
dress us at Vancouver last September can readily picture 
the gleam in his eyes when he says “Like women’s dresses, 
balance sheets were taking on that new look in which less 
and less was visible, but in spite of the styles we still 
cherished the thought that sound costs were underneath”. 

The Honourable Douglas C. Abbott K.C., Minister of 
Finance, was the guest speaker at the annual mid-winter 
banquet of the Institute of Chartered Accountants of On- 
tario held in Toronto on March 1, 1948. He spoke on 
the new Income Tax Bill and his address is included in 
full in this issue. Further notes of this occasion appear 
under the heading “Provincial News’. 

The author of the article on Institution Funds is Mr. 
Montagu Clements, a member of the Saskatchewan Institute 
but located in Ottawa. Mr. Clements tells us that his ar- 
ticle is by way of introduction to a treatise he is preparing 
on the purpose and application of budgetary accounting. 








Drafting the New Income Tax Act 
By The Honourable Douglas C. Abbott, K.C., M.P. 


It occurs to me that my talk to you tonight on the new 
Income Tax Bill might in some ways be looked at as a sort 
of rehearsal of a speech I shall have to give in the House 
of Commons when I reintroduce this Bill in Parliament. 
Perhaps, however, I should assure you that I did not select 
this topic for the purpose of practising my speech on you 
—‘trying it out on the dog”, so to speak. I thought you 
might be interested in some comment by me on our ex- 
perience in drafting the new Bill and about what we think 
we have accomplished in it. 

As has been the case with all my predecessors in 
office, I find—and I admit much against my will at times— 
that nearly all my waking hours are spent on my job. 
However, although I shall be “talking shop” with you to- 
night it is in a field that I like and, accordingly, I can re- 
lax and enjoy it. My main concern is to see that I avoid 
boring you gentlemen with this disagreeable topic of taxes. 

As you know, a Cabinet Minister, who in the House 
of Commons always faces the opposition, can get into very 
bad habits in speech making, for he has no compunction 
whatsoever in boring the gentlemen opposite. If indeed 
he can put them to sleep so much the better. I must ad- 
mit, however, that I have not had much success in this 
direction recently. For some reason or other the Opposi- 
tion these days seem to come sharply to attention upon 
the mere mention of the word “taxes”. 

The end of the war was a signal in practically all 
countries for an outcry not only against the weight of 
taxes but against their complexity. The movement for 
overhauling tax structures has been strong not only in 
Canada but in the United Kingdom, France and the United 
States as well. I think I can say that we in Canada have 
made greater progress in this direction than have most 
other countries. 

This demand for an overhaul of the tax structure is 


An address to The Institute of Chartered Accountants of Ontario, 
March 1, 1948. 
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readily understandable. Mainly, I think, it has arisen be- 
cause of the sheer weight of our taxes which were so 
rapidly and drastically increased during wartime. When 
taxes are light no one complains too bitterly about minor 
inequities in the law. Arguing with tax officials about 
the amount of the tax bill and various features of the 
assessment when taxes are not too heavy is more in the 
nature of an indoor sport. However, when taxes reach the 
level they did in this country in wartime the law and its 
interpretation can be an extremely serious matter affecting 
materially the standard of living of persons affected by it. 

As a close second—perhaps some would put this feature 
first—is the added complexity of the law during wartime. 
Any excess profits tax is bound to be complicated. I think 
our law was better than most, but at the same time an 
excess profits tax is inevitably a complex and arbitrary 
thing. Then too, our system of forced saving added great- 
ly to the complexities of our war levies on income. Tax- 
payers and employers had to adjust themselves to the new 
system of pay-as-you-earn and the instalment system was 
introduced for corporations and businessmen. Numerous 
exceptions or complications were inserted in the law to 
meet special cases of hardship or other special situations. 

In addition to the weight of tax and its complexity, 
there was the further factor that assessments inevitably got 
behind owing to the difficulty of maintaining and expand- 
ing staff at a time when so much additional work was piled 
upon the collecting department. Finally, of course, the 
number of discretions exercised by the Minister or his 
Deputy Minister inevitably increased as an incident of 
the increased taxes and the more elaborate tax structure 
which the war had made necessary. 

I do not not need to elaborate on the underlying causes 
which gave rise to the demand for income tax revision. 
The Government recognized the sincerity and widespread 
nature of this demand and decided to make a serious at- 
tempt to meet it. 

In 1946 a committee was appointed by my predecessor, 
consisting of officials of the Departments of Finance, Na- 
tional Revenue and Justice. The results of their labours 
which extended over many months appeared in Bill 454 
which I introduced in the House last summer. 
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As you know, my purpose in introducing the Bill last 
session was to give the House and the public generally an 
opportunity to see the general plan of the new legislation, 
to be able to study it and give Parliament the benefit of 
their views on the Bill when it is reintroduced for enact- 
ment this session. I am very pleased that your Dominion 
Association has done and is continuing to do a serious 
piece of work on this new Bill and, also, that the Can- 
adian Tax Foundation, in which your Association is inter- 
ested, is devoting its attention for the time being solely 
to this Bill. I am certain that the suggestions that have 
been and are to be put forward will be extremely valuable 
to me. 

Perhaps the first thing that anyone picking up the new 
Bill will observe is the rearrangement of some of the im- 
portant features of the law. For example, the new Bill 
starts off directly with the charging section, that is, it 
starts by stating who is taxable. This, you will say, is a 
perfectly obvious and logical way to open such a statute. 
However, in the present Income War Tax Act this charg- 
ing section saying who has to pay the income taxes is not 
reached until thirty-eight pages of other material have 
been presented. One important device has been used to 
add greatly, I think, to the clarity of the law, and that is 
to segregate a wide range of special provisions which are 
not of interest to the general taxpayer. A special division — 
of the new law, Division VILI, contains the special law 
relating to trustees and estates, personal corporations, in- 
vestment companies, N.R.O. companies, co-operatives, 
superannuation funds, annuities, authors, mining com- 
panies, consolidated returns, etc. This means that the 
main body of the law affecting the general run of tax- 
payers is not cluttered up with long and complicated pro- 
visions which are of interest only to special groups. 

It may or may not surprise you to learn that the depart- 
mental practice appears to have gone some way beyond 
the law in certain directions. In some of these cases it 
was the administration that was sound and the law un- 
sound or, perhaps, inadequate. Over the course of years 
various rulings have been given by the Department on the 
basis of what appeared at the time to be eminently reason- 
able and sensible grounds. As a result of this practice 
over a period of years it might be possible that in certain 
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cases, the law strictly interpreted might not authorize 
the rulings that had been given in day to day practice. 
Therefore, upon comparing the strict letter of the law with 
the administrative practice, it was found that the law 
needed to be built up to conform with sound practice. Par- 
ticularly in the field of allowances for capital expenditures 
the law was found to need quite substantial revisions. 

One of the most important objections to the income 
tax law as it now stands is the extent to which the Minister 
of National Revenue is given discretion. There has been 
a great deal of discussion of this problem, and if I may 
say so I am afraid much of it has been beside the point. 
One point of view which has gained considerable promin- 
ence in this country is that there should be provided some- 
where an appeal from ministerial discretion, and based 
on this idea recommendations have been made for an in- 
dependent Board to review the exercise of ministerial dis- 
cretion. The argument is that this will give the taxpayer 
an opportunity to appeal from the Minister to another body, 
whereas otherwise the appeal must inevitably be from 
Caesar to Caesar. 

It has always seemed to me that this point of view in- 
volved a contradiction of terms. If there is to be minis- 
terial discretion, then by definition there can be no appeal 
from this discretion. If there is to be an appeal with re- 
spect to the matters in question, then there can be no basis 
for ministerial discretion. My view on this has always been 
that if there is to be discretion in the law there can be 
no appeal against it. To me this is thoroughly defensible 
and fits in perfectly with the idea of responsible govern- 
ment. It would not be in line, it seems to me, with our 
theory of responsible government if the final say in mat- 
ters of discretion were placed in the hands of an appointed 
body not responsible to Parliament. If there is to be 
discretion in the law, then in my view the person exercising 
this discretion must be the one required to answer for it 
in Parliament. 

It may be recalled that a couple of years ago provision 
was made in the law for a Board to advise the Minister 
in the exercise of discretion. The purpose of this Board 
was to give a taxpayer an opportunity to be heard by a 
Board as an alternative to appealing to the very depart- 
mental officials who had originally passed on his case. 
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This idea had some merit. In the meantime, however, in 
the revision of the Act practically all of the present minis- 
terial discretions have been removed and, accordingly, it 
did not seem worth while to proceed with the idea of such 
an Advisory Board, although, of course, there is in the 
Bill provision for the appointment of an Income Tax Ap- 
peal Board to which I will refer later. 

I just, mentioned the fact that in Bill 454 ministerial 
discretions have been cut to the minimum. It is possible 
that we have gone too far in this direction. That, I think, 
would be natural in view of the circumstances. It is pos- 
sible that on further consideration some of the discretions 
deleted will be reinstated. I was interested to learn that, in 
the discussions on Bill 454 at the recent conference of ac- 
countants, lawyers and business men sponsored by the 
Canadian Tax Foundation, there was quite a large body 
of opinion arguing for the reinstatement of many of the 
ministerial discretions which have been deleted. Un- 
doubtedly there are great advantages from the point of 
view of equity in leaving power with the Minister to use 
his judgment in certain types of case. On the other hand 
it is quite understandable as the income tax has increased 
in importance that there should be a demand for greater 
certainty in the law and less arbitrary power. 

Such a demand was particularly noticeable in regard 
to the allowances claimed for certain items of capital cost. 
Under the former system of ministerial discretion, it was 
difficult to ensure that decisions as to these items would 
be uniform throughout the country. In the future, how- 
ever, regulations authorized by Orders in Council and 
circulated to the various taxation districts will prevent 
deductions for these and other capital costs from being 
subject to argument on the grounds that they were treated 
differently in different parts of the country. 

It is expected also that the demand for less arbitrary 
power in the law will be pretty well satisfied by the pro- 
vision of a court to which the taxpayer can appeal. The 
new Income Tax Appeal Board will be easily accessible 
since it will be a mobile and a low-cost court. Its purpose 
is to provide any taxpayer, who is not satisfied that the 
assessment of the Department of National Revenue has 
been reasonable, with an opportunity to have this assess- 
ment reviewed. In other words the Board will decide 
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whether or not the Department has acted reasonably and 
by so doing it will reassure the taxpayer that his interests 
are being protected from any exercise of arbitrary power. 
At the same time, by its decisions the Board will contribute 
to the building up of a good body of law. 

This formula of “reasonableness” as exercised by the 
Department and, if necessary, interpreted by the Board 
has much to recommend it and will be -given a thorough 
trial. As I suggested a moment ago, however, it is possible 
that we have gone too far in converting discretions into 
rules of law dependent on questions of fact which will have 
to be judged by the Department and perhaps the Board. 
Whether or not we have done so should not take too long 
to determine. 

Perhaps, since this is an audience of experts, I should 
touch briefly on the question of defining income for tax 
purposes. So far as I know, no country has been really 
successful in attempting to define income. Our present 
Income War Tax Act has a section headed “taxable income 
defined”, but I do not think it can be said that this defini- 
tion is satisfactory, although after many years of operation 
I think it is pretty well understood what must be included 
in filling out an income tax return. Bill 454 as it is now 
drafted contains a general statement which is intended 
to be in lieu of the ordinary idea of a definition. It states 
that— 

“subject to the other provisions of this Part, income 

for a taxation year from a business or property shall 

be determined in accordance with generally accepted 
accounting principles”. 

This provision has provoked a good deal of discussion. 
There have been many alternative suggestions made. One 
is that the law should refer to accounting practices rather 
than accounting principles. Another suggestion is that 
it should be “generally accepted business or commercial 
principles” or “practices” rather than “accounting prin- 
ciples or practices’. 

Against the present wording referring to accounting 
principles it has been argued, perhaps more by lawyers 
than by accountants, that there is such a wide degree of 
disagreement in the accounting profession that it would be 
unsuitable to have a law based on the assumption that 
there is complete agreement. Undoubtedly under the 
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words “generally accepted accounting principles” the 
courts would follow the practice of calling expert wit- 
nesses to give evidence in regard to what the generally 
acceptable accounting principle would be in the given case. 
Certainly it would lead to very unfortunate results if expert 
witnesses should give different evidence with regard to 
these principles and their application to the facts in a given 
case 


With regard to the phrase “generally accepted business 
or commercial principles” some have asked where such 
principles are to be found. How does the court determine 
what such principles are? Perhaps after reviewing all the 
arguments pro and con it will be found that some other 
phrase is preferable to those which have already been the 
subject of discussion. 

Regardless of the definition of income and the formula 
set forth in the law for its determination, I think we should 
not lose sight of the fact that the Income Tax Act can 
be amended each year. If, then, under any wording which 
is adopted such as, for example, that now in Bill 454, the 
courts do rule that certain items are properly deductible 
or are not properly deductible as in line with “generally 
accepted accounting principles”, it is open to the govern- 
ment to legislate with respect to the deductibility or non-de- 
ductibility of various kinds of items as they are thrown 
up in the courts as a result of litigation. In time, then, 
I think we can be assured of a satisfactory body of law 
to guide taxpayers in making out their income tax forms 
and accountants in helping them. 

Possibly the extent of the rearrangement in the law in 
Bill 454, and certain of the new features in it, superficially 
obscure the extent to which the new Bill conforms with the 
present law. Apart from the fact that the charging section 
has been moved up to the front of the Act it will be found, 
I think, that material contained in Divisions II and III fol- 
lows very closely the substance and arrangement of Sec- 
tions 3 to 6 inclusive in the present law, and these sections 
do, after all, contain the heart of the Act. They contain 
the rules for computing income, and after arriving at in- 
come the determination of taxable income. These sections 
contain what I might call positive rules stating what is to 
be included and what deductions are allowed. Then, for 
greater certainty, there is a statement that certain items 
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are not to be included in computing income, and that cer- 
tain items are not deductible. Stated in this way I think 
it.is clear how closely the new Bill follows the general pat- 
tern of the old law. 

One of the objections raised in regard to the old law, 
and one which will doubtless continue to be raised as long 
as there is an income tax law, is that it was so complex, 
particularly in its arrangement and in its language. It 
was suggested that the new law could be made much more 
simple and. much more clear by separating all the pro- 
visions which concerned the average individual from those 
which concerned large, highly complex corporations, and 
writing both divisions in plain, simple language rather 
than in legal jargon. The draftsmen of the new Bill looked 
into this question very carefully and came to the conclusion, 
with which I am in complete agreement, that it should 
not be done. 

The complexities of the law arise to a very large ex- 
tent as the result of two factors. The first of these factors 
is the desire to achieve greater fairness by the introduction 
of exceptions, qualifications, conditions, etc. The introduc- 
tion of the-allowance for medical expenses is a case in 
point; it complicates the law and greatly complicates our 
forms and procedures. The more equitable we try to be, 
the more of this type of complication we are bound to in- 
troduce. 

The second factor arises mainly from the fact that in 
a great many cases the individual’s income is derived from 
more than one source. If it were exclusively wages or 
salary, the law would be pretty simple. However, the fact 
is that for a lot of people in the low or middle income 
groups, as well as in the higher income groups, a certain 
proportion at least of the income is derived from other 
sources, including the profits of a business enterprise. 
Wherever there is this element of business profits, you are 
bound to have all the complications which result from the 
proper accounting for all the factors that enter into and 
bear upon business profits. It is because of this overlap- 
ping of individual and business incomes that it is not prac- 
ticable to deal with business incomes in one section of the 
Act and with individual incomes in another section. If 
a separation were attempted it would be necessary to pro- 
vide a set of rules for corporations, then duplicate these 
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for individual business enterprises, and finally provide 
another set of rules for individuals, since it would be im- 
possible to provide one set of rules which could cover 
corporation income, business income and individual or 
personal income. This, of course, would produce a much 
more complicated law than the present one. 

As to the language used in the, present Act and in n the 
new Bill, the question is as to whether or not we can avoid 
legal jargon and use plain simple English. I think that 
law, to be properly interpreted, must be exact and explicit 
and care has to be exercised that the language is not .so 
plain and unornamented or so colloquial that it is open 
to various constructions. Our income tax law has ‘in the 
final analysis to be interpreted by the courts and they have 
built up a long series of interpretations of the meanings 
of various words and phrases. I am afraid it would be 
pretty difficult to avoid this legal background. Probably 
the best that we can do is to keep the pressure on lawyers 
like me to avoid legal jargon that is unnecessary, and as 
far as practicable to use language that is intelligible to 
the layman as well as to the courts. If I may be permitted 
to say so, I think the draftsmen of Bill 454 have done an 
admirable job in expressing ideas in clear precise English— 
avoiding both the Scylla of extreme legalistic jargon and 
the Charybdis of “the man in the street’s” conversational 
phrasing which is often capable of many meanings. 

I should, perhaps, explain that Bill 454 as it now stands 
may be altered considerably prior to its reintroduction in 
the House. There were some questions raised during the 
course of its preparation on which I was not prepared to 
give a decision. They were matters which needed further 
study. Furthermore, some of the changes which I was 
ready to recommend were of considerable substance and I 
thought they should be matters for the budget rather 
than for inclusion in a Bill which was mainly a draftman’s 
job. The points to which I refer, some fairly important, 
and many others, undoubtedly numerous but of lesser im- 
portance, will not change the general set up of the Bill, 
but I did think that I should indicate that we still have a 
completely open mind on many points in the Bill as it now 
stands. 

While I consider Bill 454 a great improvement over the 
present Income War Tax Act, may I say that I have never 
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been one of those who condemned in wholesale fashion the 
present law. I have enough knowledge, for instance, of 
the income tax law of the United States and of the United 
Kingdom to realize that although our present law has de- 
fects it is not, on the whole, a bad statute. Certainly in 
my view even in its present form it is better and simpler 
than any other income tax law with which I am familiar. 
It is, in fact, a law which Canadians generally, and 
Canadian accountants, lawyers, business men and civil 
servants particularly can view with considerable satisfac- 
tion. 

I feel sure, however, that with the co-operation and 
assistance of my own profession and of yours, we can 
make the new Act a very much better Act and a tax law 
of which we can all be proud. ‘ 





The Rise and Fall of LIFO 
By Edward B. Wilcox, C.P.A. 


Once upon a time there were only LIFO and some 
well mannered and legitimately related averages, and the 
sun rose and set on comparatively stable price levels. In 
those days the garden of inventories was fairly peaceful. 
Men had turned on the balance-sheet, not to destroy it, 
but only to put it in its place, and there was faith in the 
belief that cost was the basis of accounting. This was 
the golden age of the good old days. 

But, like the snake in the Garden of Eden, inflation 
raised its ugly head and men became discontented. Look, 
they said, if a shoe retailer pays three dollars for a pair 
of shoes, sells them for four dollars, and then has to pay 
four dollars to replace them, did he really make a profit 
on the sale? He’s just where he would have been if he 
hadn’t made the sale—a pair of shoes on the shelves and 
no more money in the bank. So he didn’t make a profit, 
and LIFO was born. 

Maybe it didn’t come about quite as simply as that, but 
there was a good deal of talk about the shoe retailer, and 
anyway it’s a good allegory. Actually LIFO is not as new 
as the present inflationary high-tax era. The base-stock 
method has been recognized for many years, and LIFO was 
just a modification of it. These ideas antedated the present 
emphasis on income determination, and were really more 
in the nature of conservative balance-sheet devices. It 
was the combination of rising prices, emphasis on determ- 
ination of income, and regulations permitting its use for 
income-tax purposes while rates were high, that raised 
LIFO to its position of current prominence. 

The idea seemed sound with respect to such things as 
grain, oils, and metals. There was a rush of accountants to 
the dictionary to find out what fungible meant, and we 
talked about the flow of goods. When these goods were 
such that one unit was exactly like another, and they 
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weren’t tagged, no one could say which unit was being 
used when. True, the first oil to enter one end of a pipe 
line was probably the first to come out of the other, where- 
as the last ore to be dumped on a pile was apt to be the 
first to be taken off, but it didn’t make any real difference. 
It seemed not repugnant to common sense to adopt a con- 
sistent practice as though we knew that the materials used 
or sold were always the last to have been acquired. That 
is what LIFO means literally ; last-in, first-out. 


To the careful philosopher there may have appeared, 
even at first, to be a small gap in the logic. LIFO was 
a method of inventory pricing based on an assumed and 
often fictitious flow of goods. But its more recently empha- 
sized purpose was not inventory pricing nor was there any 
virtue in the flow-of-goods theory, for its own sake. Aside 
from an understandable desire to avoid taxes, the purpose 
ostensibly justifying the accounting procedure was to 
achieve a more useful determination of income. When 
sales prices were promptly influenced by changes in reac- 
quisition costs, it seemed more appropriate to match cur- 
rent costs against current revenues than to permit inflation 
to. creep into the income account in the guise of a profit. 
Ordinarily LIFO would accomplish this by pricing inven- 
tories at old cost levels, lower than current ones while 
prices were rising, thus automatically bringing the higher 
costs into the income account. One might well have asked 
why this was sound in the case of fungible goods but not 
in the case of others. One did not ask, because the as- 
sumed flow of fungible goods afforded a rationalization 
that inventories were still being priced at cost of a sort. 
Like women’s dresses, balance-sheets were taking on that 
new look in which less and less was visible, but in spite 
of the styles we still cherished the thought that sound costs 
were underneath. peat 

As LIFO developed, the purpose of income determina- 
tion, and possibly tax reduction, gradually crowded out the 
flow-of-goods theory. If that theory were applied literally, 
whenever the inventory quantity fell below the opening 
balance, if even for a day, some of the old low priced goods 
would be brought into costs in the income statement, and 
subsequent replacements would go into inventory at cur- 
rent costs. Thus a series of dips in quantities would grad- 





THE RISE AND FALL OF LIFO 


ually defeat the idea of matching current replacement 
costs against revenues. But this isn’t done. Even when a 
part of the old low priced inventory has been liquidated 
at the end of a fiscal year, the profit on its realization is 
often. excluded from the income statement by establish- 
ment of a reserve so that subsequent replacement at high 
costs can be put back into the inventory at low costs. 
In a few cases the amounts of such reserves have even ex- 
ceeded the amounts of the inventories on hand. Further- 
more, the early limitation of the applicability of LIFO to 
fungible goods has been progressively abandoned until we 
are now confronted with index number pricing of depart- 
ment store inventories. These developments just aren’t 
LIFO. They virtually substitute statistics for cost as a 
basis of accounting, and it may be well to remember that, 
with all the difficulties of cost determination, statistics are 
far more dangerous. 

That the sins of the fathers are visited on the sons is 
illustrated by the misshapen offspring of LIFO. They may 
be named HIFO, NIFO, and MOTI. HIFO means highest- 
in, first-out. It could be a flow-of-goods theory which ig- 
nores the sequence of acquisition when there are mid-year 
dips in inventory quantities, and then frankly allows the 
highest costs in any fiscal year to be charged off. NIFO 
means next-in, first-out. It permits the charging off of 
costs not yet incurred, as witness year-end reserves to pro- 
vide for reduction of inventory pricing below anticipated 
costs of goods presumably to be bought. MOTI means 
more-out-than-in, and permits reduction of inventory pric- 
ing below even the lowest of cost, replacement cost, or 
realizable value, to a. basis related to some prior price 
level, even though the goods so priced were not then on 
hand, as witness the use of index numbers. Apology is 
made that MOTI does not rhyme with the names of the 
rest of the family, but we may be in the position of the 
parents of Eeny, Meeny, Miney, and John, who didn’t want 
any Mo. 

It begins to appear that we inadvertently opened Pan- 
dora’s box when we tried to improve income determination 
with LIFO. Certainly there are grounds for the fear that 
it has done more harm than good to the cause of income 
determination. It has greatly defeated that purpose to 
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which the accounting profession in the United States has 
dedicated itself in recent years, to narrow the areas of 
inconsistency in financial statements. Even in the case 
of a single company, the emphasis varies from year to 
year, as was demonstrated when war contractors upheld 
LIFO for purposes of renegotiation, but claimed that it 
should not be applied to contract termination. As between 
different companies using LIFO there are no uniform prac- 
tices as to groupings, reductions below beginning quanti- 
ties, the use of reserves, or other matters. As between 
companies using LIFO and those using other inventory 
methods, the inconsistencies are even greater. A com- 
pany that bought futures to hedge on purchase commit- 
ments generally took them into consideration in inven- 
tory pricing under FIFO but is apt to treat them as extran- 
eous transactions under LIFO. Mergers, consolidations, 
subsidiary corporations, and sometimes even merely differ- 
ent locations invite deliberate juggling of income when 
inventories are on a LIFO basis. Even a relatively simple 
individual company using LIFO for fungible goods will 
report income varying materially from that of a company 
having identical operations, but using FIFO. There was 
an editorial in the December, 1947, number of The 
Journal of Accountancy entitled, “A Challenge to the 
Accounting Profession,” setting forth the growing demand 
for understandable uniformity in accounting procedure. 
LIFO is not helping to meet this challenge. 

It might be argued that consistency should be taught 
by standardizing on LIFO, but that would not solve the 
great problems which it has created. On the contrary, it 
would serve only to extend the effect of an inherent fault 
of LIFO that it does not result in understandable com- 
parisons of income between years, against the backdrop 
of well known economic conditions of those years. When 
prices drop, and there are known inventory losses, an in- 
come statement which does not reflect them may be much 
more misleading than one that does. It might also be 
argued that the effect of postponing taxes is sufficient 
justification for cherishing LIFO, even though the Treas- 
ury Department’s grudging acceptance of it has led to long 
drawn out controversies, and to some highly artificial in- 
ventory policies, whereby the income-tax tail effectively 
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wags the accounting dog. However, the carry-back and 
carry-forward provisions in the tax laws greatly minimize 
even this dubious advantage. It is more to the point that 
financial reporting is no dog, and even if it were, it ought 
to wag its own tail. We are forced to conclude that, like 
some widely advertised commercial products, LIFO ought to 
be spelled backwards; its awful. ~ 

Moreover, the end is not yet. We have gone on record 
as approving abandonment of cost in favor of statistics 
as to inventories, and the suggestion is now being heard 
that we do it for fixed assets and depreciation. There was 
an interesting symposium of views on this subject in 
the December, 1947, number of The Journal of Account- 
ancy. The step is a logical one. Both inventories and 
fixed assets are deferred costs. If one should be reflected 
in income statements as though it had been incurred at 
current levels, why not the other? This proposition places 
dramatically before us the consequences of our well meant 
solution of the problem of the shoe retailer. The flow-of- 
goods theory seemed to answer that, but there isn’t much 
left of that theory, now, and it certainly isn’t very clear 
with respect to depreciation. If we mean to abandon cost 
as a basis of accounting, we can begin to tamper with 
depreciation; if we don’t we had better reconsider LIFO 
and its questionable offspring. 

There seem to be some good reasons for calling a halt 
to the train of consequences following from LIFO, if not 
actually for retracing some steps. The inherent faults in 
LIFO itself, for inventory purposes alone, should be 
enough. Its metamorphosis from a method of inventory 
pricing to a substitution of statistics for cost is worse, 
but there are even greater difficulties in attempting to ap- 
ply the current-cost level idea to depreciation. Clear 
objective evidence will be hard to find. We haven’t suc- 
ceeded very well in this respect even with the comparatively 
simple problem of inventories. Another reason is that 
some people still look at balance-sheets. In our enthusiasm 
over the significance of the income statement, we tend to 
reduce the balance-sheet to a collection of meaningless, 
heterogeneous residuals. But it has a legal significance; 
short-term creditors are interested in it; and we describe 
it as a fair presentation every time we sign a report. It 
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is aH well enough to keep it in its place, and to proclaim 
its limitations, but there is no virtue in permitting its 
destruction to become an outlet for the otherwise suppress- 
ed vandalism of accountants. We can do better than to sell 
it for junk. Still another reason for calling a halt is the 
years of confusion that would follow departure from so 
fundamental a postulate as that accounting is based on 
monetary cost. LIFO has brought us confusion enough al- 
ready, but that is nothing compared to what would follow 
from an attempt to base income determination entirely 
on hypothetical costs believed to be contemporary with 
revenues. There would need to be a clear and undeniably 
compelling objective to justify such a venture. 

One such objective seems to be the creation of a reserve 
to provide for replacement of assets at current market 
levels. This is not sufficiently compelling... In the first 
place there is no knowledge of the price levels at which 
replacements will some day be made. In the second place, 
a reserve does not create funds. Replacement is a financial 
problem in the field of managerial responsibility, and has 
no significance in financial statements. Even dividend 
policies designed to conserve funds for replacement pur- 
poses do not alter actual financial condition, and the in- 
troduction into the income account of charges designed to 
provide for replacement of properties would only obscure 
the nature of reported income for investors and creditors 
by the addition of unnecessary guesswork. 

The principal objective seems to be to avoid misleading 
inferences and unsound social, political, and economic 
judgments, which follow from consideration of statistics 
based on reported income stated according to current gen- 
erally accepted accounting principles. There is here an 
implicit premise that accounting for income should reflect 
economic rather than monetary gain, although that prernise 
has never been explicitly stated or justified. It is extreme- 
ly doubtful that the American business public would benefit 
from a substitution of economic gain for monetary gain 
as a basis of reported income, even if it were feasible to do 
so. But in any case there are more reasons than inflation 
and deflation for the unsound judgments which may follow 
from statistics based on income as now generally reported. 
One is an inevitable inconsistency between the income of 
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industries that own their own plants as compared with 
those that rent them. The same economic factor is a cost 
in the latter case, but it may be, in part, a profit in the 
former. There is a similarly misleading difficulty with 
respect to companies financed by equity capital as com- 
pared with those financed by borrowed capital. There is 
another with respect to the difference in monetary income 
between a corporation and an individual, because of taxes, 
even though all other economic factors may be identical. 
And there is the difficulty that statements of monetary 
income do not always truly set forth economic gain or loss 
when there is a change in the purchasing power of the 
dollar. All these things may and probably do contribute 
to unsound social, political, and economic judgments. The 
last named difficulty occurs only when the monetary unit 
is unstable, and it can be approximately corrected by the 
application of price indexes. The others are continuous 
and are not capable of statistical correction. Yet it would 
be to cure this one sometime thing that we might be per- 
suaded to kick over the entire apple cart of monetary cost 
as a fundamental basis of accounting. That would be a 
sacrifice in vain, even if the American business public 
were willing to make it. Misleading inferences could still 
be drawn from statistics based.on reported business in- 
come. : 

When we adopted LIFO on the flow theory of fungible 
goods, we attacked only a small segment of the problem 
created by inflation. As the larger aspects of this problem 
were encountered the inadequacy of LIFO became ap- 
parent. So we abandoned the pure flow-of-goods theory, 
and mixed it up with contemporary costs. Now we dare 
perilously close to extending that idea beyond inventories. 
But even that will not be enough if we are to consider 
the effects of statistics based on income, because that prob- 
lem really goes beyond the instability of the dollar. It in- 
volves every aspect of fiscal reporting of business income 
which affects social, political, and economic judgment. If 
we are to accomplish anything in this field, it will be by 
a direct attack on the objective, not by a piecemeal in- 
direction. We must remove all significant barriers to the 
formation of sound judgments. The fluctuating dollar is 
only one. 
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It will not be easy to do this. The only really useful 
solution will be drastic and the difficulties will be great. 
What is needed is a convention that the nature and sources 
of income as they relate to operations, the use of capital, 
tax advantages or disadvantages, and changes in the value 
of the monetary unit, should always be set forth in con- 
nection with reported income. Perhaps this information 
would be most useful if it were supplemental to, rather than 
incorporated in, the statement itself. Perhaps this supple- 
mental information can never be developed within such 
margins of error as to justify certification by independent 
accountants. Certainly the mechanics of it will take a lot 
of doing. It will be not only difficult, but costly, although 
probably not much more so than such a partial solution 
as adjustment of depreciation to current cost levels. On 
the other hand, if a new convention of this sort is ever 
adequately developed and is widely understood and adopted, 
it will not only afford a sounder basis for the broad judg- 
ments now. dependent on inadequate information, but it 
will also shed new light on reported income for investors, 
creditors, and management. The possibilities of its ulti- 
mate usefulness can only be partially imagined at the 
present time. But one thing is clear. Such a convention 
will preserve monetary cost as the ultimate basis of total 
net income determination. It will preserve the balance-sheet 
in its present limited but undeniable usefulness. And 
although its full value will be slow in realization because 
of the tremendous educational programme necessary, there 
will be no interim period of confusion, because total net 
income will continue to be based consistently on incurred 
costs. Whatever inconsistencies may develop pending gen- 
eral adoption of detailed procedures in this new field will 
be in the area of the new differentiations, and not in deter- 
mination of total net income. 

In a relatively simple case something partially like the 
proposal here suggested has already been put into effect 
for tax purposes in the timber industry. As a wartime 
incentive, logging companies were and still are permitted 
to claim depletion for tax purposes based on appraised 
values at the beginning of each year. The increase in 
appraisal value of standing timber over cost or other pre- 
viously established basis is reported as a capital gain. The 
depletion allowance results in stating operating income, at 
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least as to this one item, on a basis of current economic 
gain. Of course the addition of a capital gain based on 
appraised values results in anticipation of profits, and this 
basis is not acceptable for income determination, but if 
the capital gain were measured by the excess of depletion 
on appraised values over depletion on cost, the result would 
be a total net income representing ‘monetary gain. It is 
this sort of thing that could be done for general purposes 
of income reporting, without departure from cost as the 
ultimate basis of accounting. 

After all, the proposition is fairly simple. Accounta- 
bility and the reporting of monetary income can get along 
very nicely without LIFo or other recourse to hypothetical 
contemporary costs. These devices are steps looking to- 
ward a broader though highly specialized use of financial 
statements, but they only look. They don’t get there. And 
when we think they do we deceive ourselves and those 
who depend on us. Catastrophies await those who don’t 
go where they are locking as well as those who don’t look 
where they are going. There is also an old adage that a 
thing worth doing at all is worth doing well, and it applies 
here. If we really want to go all the way in providing 
income statements that will be useful as a basis for far- 
reaching judgments, we can at least try. If we don’t we 
had better avoid halfway devices that pretend more than 
they achieve, and create confusion in the process. 
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Examination Results 


Alberta 


. The Institute of Chartered Accountants of Alberta an- 
nounces the following results in the December 1947 uniform 
examinations: 


Final: Walter Fay Anderson (Prize) Highest award, 
Harvey Walter Bliss, Allen Louis Crummer, James 
Palmer French, Keith Stanbury Holman, Jack Alfred 
Marles, David Baskin MeClure, James Nesbitt McPhail, 
Kenneth Frank Noton, Desmond Robert Redman, James 
Frazer Ross, Robert Alexander Wilson. 


Granted Supplementals: William John Astle, Walter 
John Baziuk, William Albert Davis, Bryan Charles Grineau, 
Harlin Kenneth Newinger, John M. Rae, Lorne Russell 
Roberts, Richard Morley Tanner, Evan Maurice Wolfe, 
Thomas Gordon Brown, Earland W. Clarke, David J. Grier, 
John Kenneth McFarlane. 


Intermediate: Allan Thomas Fallis, Walter Eastwood 
Howard, Bert Kay Litchfield, Malcolm Fraser MacKenzie, 
Ian Ashley Mackintosh, Thomas William Mean, William 


Ronald Mitchell, Ian L. Morrison (Medal) Highest award, 
Garnet F. Nelson, David L. G, Porter, Bryant D. 
Richards, James Robert D. Ross, Wilbert Edward Schell, 
David R. L. Thomas, Ralph B. Ward, Gordon Ernest Wood- 
man, 


British Columbia 

The Institute of Chartered Accountants of British 
Columbia announces the following results in the December 
1947 uniform examinations: 

Final: J. S. Burridge, N. M. Crute (First in B.C.), 
A. P. Downs, D. H. Dunn, D. E. Fenton, B. E. Harrison, 
F. H. Harwood, G. W. Holms, H. R. Horne, G. C. B. Kellett, 
W. L. Kent, R. M. Pollock, Mrs. M. H. Redford, R. A. 
Stubbs (Second in B.C.). 

Granted Supplementals: L. D. Courtice, H. R. Hobson, 
J. W. Hudson, J. C. Moore. 

Intermediate: W. D. Alexander, Miss Jean H. Beddome, 
A. D. Browne, Joseph Butcher, T. R. Cobb, Miss Marguerite 
S. Cowley, J. B. Ewing, C. K. B. Forster (Second in B.C.), 


APRIL, 1948. 211 





THE CANADIAN CHARTERED ACCOUNTANT 


Frederick Graham (First in B.C.), B.D. Graves, W. G. 
Gray, Miss C. M. Hacking, J. K. Hancock, G. E. Holmes, 
J. J. Hope, G. E. B. Housser, Alex. Hunter, J. A. Johnson, 
W. H. Kitto, J. H. C. Lane, D. W. Lowe, S. T. Madeley, 
C. G. Manzer, P. D. Mare, R. McDougall, B. C. Morton, D. 
L. O’Brien, E. J. O’Connell, Andrew H. Rathie Jr., J. I. 
Rawlinson, Donald H. M. Ross, John C. Ryan, R. A. Shand, 
F. D. Smith, C. T. Stoess, J. B. Taylor, R. J. Taylor, Peter 
Underhill, Miss Edna Wragg, H. L. Warner. 


Manitoba 

The Institute of Chartered Accountants of Manitoba 
announces the following results in the December 1947 
uniform examinations: 

Final: Ingle E. Argue, Harry M. Belyea, Malcolm 
Book, Keith W. Campbell, John V. Cortens, Peter W. 
Dickie, William M. Douglas, Lioyd C. Finnen, Gordon 
A. Gislason, Donald M. Gordon, Mac C. Govier, Kenneth 
E. Gray, Frederick C. Groves, James H. Hill, Andrew S. 
Jackson, Richard E. Lavender, Paul E. Lawson, Jack L. 
MacDonald, Alexander K. McKean, Isadore Peltz, James 
Reid, John S. Robertson, William J. Rutledge, Harold S. 
Sigurdson, Arthur Stannard, Hebert A. Swift, Stanley F. 
Tait, Donald A. Tomlin, Angelo J. Tonelli, Lorne A. Turner, 
Douglas A. Wickett and Raymond A. Wildgoose. 

Granted supplementals: William A. Code, Bernard 
D. Crookes, Abram E. Frankel, Allan E. Irvine, Robert 
B. King, William A. Krempin, Herbert O. Merrett, 
Arthur R. Morison, James M. C. Morton, Lawson A. Ogg, 
William B. Still, Raymond B. Vopni, and Leonard G. 
Walker. 

Prize Winners: Mac C. Govier was awarded a prize of 
$100.00 by the Institute as the highest ranking Manitoba 
candidate. 

Donald A. Tomlin was awarded the John Parton prize 
of $50.00 for ranking highest among the Manitoba ex- 
servicemen in the Final examination. 

Kenneth E. Gray and Donald A. Tomlin were each 
awarded a prize of books for sharing second place among 
all Manitoba candidates. 

Intermediate—G. Allister Anderson, William F. Arm- 
strong, James I. Bell, George A. Bergh, James M. Bird, 
W. Gordon Black, John M. Burn, Alexander Burns, Henry 
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W. Burns, Norman J. Burnside, James N. Chalmers, Lloyd 
H. Chant, Robert Cobb, Embree (Cuddy) Law, Sydney J. 
Down, Robert C. Dunbar, Frank Dill, Douglas J. DuPré, 
Harold J. Eck, Gordon R. Evans, Andrew G. Gemmell, Les- 
lie Gruber, Lorne R. Harris, Frederick C. Harrison, Sydney 
H. Hershfield, John B. Hunter, Gardner Kendall, Ronald H. 
Keeler, William C. Kennedy, Allan W. Lindsay, Murray 
H. McCuaig, John G. McFarlane, James L. McPherson, 
William L. Milne, Jack Minuck, John F. Mitchell, Cyril 
F. O’Brien, Norman C. Page, Lorne W. Parker, Gordon 
V. Pearson, Maurice C. Prendergast, A. Douglas Ramsay, 
John S. Richmond, John D. Riley, J. Edgar Rutledge, Clif- 
ton R. Shaw, Marcus A. Sucharoff, F. Ralph Sutton, Robert 
B. Swanlund, Alexander G. Tough, John C. Wachal, E. 
Bruce Walker, Owen W. Watters, Emerson J. White, Betty 
Wolstenholme, W. Leslie Woodcock and George A. Wooster. 

Prize Winner: Sydney John Down, who secured the 
highest marks in the Intermediate examination across 
Canada, was awarded a Silver Medal and prize by the 
Dominion Association of Chartered Accountants and was 
also awarded the W. A. Henderson Silver Medal and a 
Scholarship of the value of $50.00 by the Manitoba Insti- 
tute. 

New Brunswick 

The New Brunswick Institute of Chartered Accountants 
announces the following results in the December 1947 uni- 
form examinations: 

Final: J. E. Howes. 

Intermediate: J. A. Page, E. W. Thompson, J. K. Logan, 
F. L. Duff. 

Primary: A. P. Adair, E. M. Knorr, W. M. Allwood, F. 
M. G. Taylor, N. S. Powe, M. L. Woodland, F. J. Bayer, 
R. W. Storey, E. R. Fowler, E. L. Cummins, G. K. Mac- 
Kenzie, F. P. Smith. 

Nova Scotia 

The Institute of Chartered Accountants of Nova Scotia 
announces the following results in the December 1947 
uniform examinations: 

Final: A. C. L. Hudson, J. D. Matheson, W. R. Glassey. 

Granted Supplemental: George L. Doucet. 

Intermediate: E. N. Hunter, W. J. Hanright, D. R. 
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Cameron, A. W. Sarty, D. R. Butler, S. M. Inkpen, H. S. 
Wilson, A. L. Barkhouse. 

Primary: J. A. Allen, L. W. LaCusta, R. R. Menard, C. 
E. Zwicker, C. K. Miller, R. E. Fields, G. A. King, C. J. 
Evans, W. A. Hocking, A. W. Parsons, C. D. Hood, Norma 
Sherman, A. H. Jessen, C. S. Vickers, A. R.. Dauphinee, J. 
F. Condon, R. A. Finlay, S. A. Kenney, H. H. Veno, N. C. 
Sinclair, A. G. Cann, E. C. Wilburn, J. W. Conway, C. W. 
Earle, J. A. Reynolds. 

Ontario 

The Ontario Institute of Chartered Accountants an- 
nounces the following results in the December 1947 uniform 
examinations: 

Final: Richard John Murray Allan, John Orr Arnold, 
Eliot Mighton Auger, Cecil John Bailey, Gilbert Raymond 
Barrett, Lloyd Gordon Belyea, Ralph Irving Bishop, William 
Benjamin Bolton, Edward George Burnside, William Ellery 
Case, Vernon Howard Chadwick, John Henry Charnock, 
Kenneth Robert Church, Abe Colman, Roy Reginald Cotton, 
Walter Barry Coutts, Roy Arthur Crolly, James MacIntyre 
Cumming, Leslie Douglas Dack, Weldon Joseph Davy, 
Frank Loux Day, Hugh Donnan, John MacLeod Dooley, 
John Alexander Downey, John Arthur Durfey, John Arthur 
Edds, Roland Hall Ellison, Vernon Ritchie Ensom, Alexan- 
der Farrell, Raymond Douglas Ferguson, John Gayne, 
Thomas George Gedge, Benjamin Gurofsky, Mackay Archi- 
bald Houston Harper, Donald Addison Harwood, Jack 
Hershoran, Albert Grundy Holman, Gordon Albert Holmes, 
Hartley Robertson Holmes, Francis Frederick Howarth, 
Harold Lyness Howe, Robert Irvine, Larry Edward Jess, 
Leonard Edward Johnston, Lawson Arnold Kaake, Robert 
James Kane, John Gault Kingsmill, John Forbes Knight, 
Harold Frederick Lipovitch, Duncan Alexander MacDon- 
ald, Lorne James MacKenzie, Donald Wellwood McKinnon, 
Donald Charles McLean, Donald Osborne McLean, Norman 
Bruce Dorirend Mathewson, Frank Andrew Matthews, 
Horace Charles Middleton, Alan Winsford Moreton, Harold 
Ashton Morris, Lloyd Edmund Newth, Lawrence Walter 
Pastorius, Reginald Harry Pope, William Welsh Prest, 
Miss Anna Cecille Ratney, Robert Charles Reed, Gordon 
William Riehl, Gordon Neil Saunders, Leonard George 
Sayers, William Robert Scott, Norman Frank Sherwood, 
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Max Samuel Soberman, Harold Soupcoff, Harold Meyer 
Strom, James Coates Sutherland, Olgier Frederick Thors- 
teinson, Walter Allen Turner, Thomas Van Zuiden, Michael 
Arthur Wallis, Geoffrey Herbert Ward, Neil Murray Watt, 
Kenneth Lance Welch, Joseph Charles White, Wilbert Nor- 
man Willoughby, Donald Frank Wychoff. 

Granted Supplementals: Arthur J. Black, Gordon H. 
Boody, Charles O. Bryce, Abraham J. Bohnen, Arthur 
J. Coates, Sydney P. Cash, Albert A. Conlin, James B. 
Crammond, Donald K. Cameron, Arthur F. Davis, Nor- 
man W. Drury, William K. Douglas, William A. Dyer, Gor- 
don P. A. Elmslie, Kenneth H. Edwards, Norman F. Ellison, 
Nora M. Foulds, I. B. Frankel, Eric D. Ferguson, Harry Ged- 
ansky, Arthur F. Gregory, Adrian E. Guyatt, John H. Gil- 
bert, Douglas M. Haig, Manual Harris, Norman B. Heffer- 
man, Vincent N. Harbinson, Howard C. Haney, James S. 
Innes, Allan G. Isbister, L. H. Johnston, Maxwell A. Leroy, 
James B. Longmire, Richard E. A. Lindsay, Frank J. Lovett, 
Oliver T. L’Esperance, Jack Magder, Alfred E. A. Merkel, 
Allan R. McPhie, William M. Myers, C. J. Nickleson, 
Thompson M. Plewes, George N. C. Patterson, William H. 
Paice, William H. S. Pote, D. W. Rushforth, John M. Read, 
Harold E. Roper, Roger H. Rose, John C. Reid, W. Leon- 
ard Seigel, Archie E. Shulman, Albert Savlov, John C. 
Smith, Alan T. Sorrell, Harold R. Sanders, Robert W. 
Sleeth, Elizabeth Sheldon, Louis Soberman, John H. Sheard, 
Roy S. Slater, Robert R. Sullivan, Nathan Tessis, William 
Longmore Taylor, Edgar B. Thomson, Mary E. Taylor, 
Hubert F. Vearncombe, James D. Wilson, Edward D. Wood, 
Herbert A. Watson, Ralph W. Wettlaufer, Edmund A. 
Welch, Floyd S. Wilson, John E. Wolfraim, Robert G. 
Woods, Donald S. Zimmerman. 

Intermediate: Arthur F. Adams, John W. Adams, Claude 
R. Alderson, Kenneth G. Allman, William S. Axford, Ralph 
R. Atkinson, Fred A. Axon, John R. Backus, Robert L. F. 
Baillie, G. G. Banghart, Granville Leigh Bennett, John Wil- 
liam Bennett, Leon Bennett-Alder, Joseph T. Berezin, Mor- 
ris Birstein, Stanley M. Blunt, D. W. Bourne, Donald H. 
Bradley, Kenneth G. Brown, John G. Brown, Harry F. 
Brockman, Kenneth Bryant, Kenneth C. Buckingham, Ed- 
mund F. Cachia, Jay S. Cameron, Lloyd J. H. Campbell, 
Joseph W. Carson, William D. Cassels, Bernard Chapman, 
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John B. Clemens, Rudolph P. Cohen, William Coleman, 
George Colvin, John A. Cooper, Robert P. Copeland, Helen 
M. Cox, George F. Death, Malcolm E. Dedrick, Robert de la 
Franier, Fay Doyle, Sydney Thomas Down, Arthur Duncan, 
Morris Feldman, James C. Filman, Paul E. Fleming, Mor- 
ris Flicht, Donald H. Francis, Charles A. Frank, Louis 
Fruitman, Max Gluskin, Benny C. Goldmintz, Fred C. 
Goodman, Raymond A. Gourley, Michael P. Greenhill, 
James McL. Griffith, Ernest J. Guignard, Donald H. Hall, 
Colin Halam, Robert McR. Henderson, Norman A. Henry, 
John R. Hilborn, Charles S. Hoare, Gordon F. Holmes, 
Vernon E. Hopps, Mervin F. Horne, A. Aaron Howard, 
Barry Hubbard, Robert W. Inglis, Nathan Isaacs, Hymie 
Isenbaum, Sidney Isman, Earl T. Jewitt, William A. John- 
stone, Walter E. Kalbfleisch, James H. Kearns, Kenneth 
B. Kirkwood, Jules Kofman, Max Kopstick, Paul L. Kravel, 
James H. Laird, Kenneth R. Latta, John E. Lettner, Harry 
W. Littleford, Benjamin N. Lynd, William L. Macdonald, 
Robert Donald MacKenzie, William D. MacMillan, Donald 
K. Marquis, Donald L. Martin, Kenneth B. Matheson, John 
L. McAlpine, Lloyd R. McAlpine, Dwight F. McBurney, 
William C. McIvor, Donald F. McKee, Andrew R. McRae, 
Peter P. Miller, Charles L. Mitchell, John G. Mitchell, Ron- 
ald O. Moore, Donald K. Morrison, John N. Moxon, Frank 
W. Nash, William K. Nelson, Robert G. Nesbitt, Gilbert I. 
Newman, Donald B. Nichol, Fred L. Norwood, Norman P. 
Ovenden, Donald C. Pace, Herbert B. Parkes, George S. 
Patchet, Robert F. Patterson, Stanley G. Payne, Benjamin 
T. Pelman, Philip Pinkus, Robert E. Pogue, Edward A. 
Rice, Hugh G. Robertson, Edward C. Robinson, Earl G. 
Robinson, Joseph D. Rogers, Norman Rubinoff, Jack E. 
Rupert, James P. Ryan, Henry Sapeira, Walter J. Schaefer, 
Jesse A. Scott, John H. Sharkey, Sydney Shoom, Robert 


-E. Singleton, Andrew W. Smith, Gordon H. Smith, Lorne 


Edwin Smith, William W. M. Smith, Chester Sprackman, 
George D. Spry, David F. Starling, Robert J. Steep, Lloyd 
F. Stevens, Alex E. Stone, Gordon B. Taylor, George A. 
D. Telfer, Robert D. Thomas, R. Allan Thompson, Robert 
J. Thompson, Douglas W. Turnbull, John F. Vaughan, 
Alan G. Watson, Donald I. Webb, Edward W. Webster, 
George M. Welch, Bruce E. Wheatley, D. W. Whistlecraft, 
George O. Whitney, William S. Winter, William A. Witham, 
John C. Wooding, Ian C. Woolley. 
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Primary: 

Toronto: Ralph Allely, William P. Armes, Ronald Armi- 
tage, E. M. Ausman, David R. Andrew, Alex R. Brooks, 
Morton M. Bernholtz, Robert G. Brownridge, Harry E. 
Beaton, Robert H. Broad, William F. Behan, Leonard J. 
Barrett, George Bell, William L. Butler, Joseph Allan Boyes, 
Gordon A. Beese, Seymour B. Brudner, T. O. P. Brown, 
Douglas M. L. Cormack, Ellis A. Clarke, Abraham A. 
Collis, William D. Campbell, R. D. Campion, John E. 
Craggs, Bert C. Carpenter, Norman T. Currie, Edward J. 
Chalmers, Alan J. Clarke, P. G. R. Carr-Harris, James R. 
Dejean, Harry G. Dowton, Gordon F. Denning, William J. 
Dixon, Victor H. Davies, George W. Davis, Paul J. J. 
Duggan, Sam Diamond, Gerard A. Dawson, Percy Dan- 
ziger, Kenneth H. Dudman, Axel Eig, Kenneth E. Elrick, 
Thomas J. Forsyth, Harold L. Frankel, Felix Fritz, E. L. 
Freidman, Charles E, Ferris, James B. Fee, Everett A. E. 
Fagg, Albert Fortinsky, Allan S. Forsey, Thomas B. Gil- 
lespie, George A. Garratt, David S. Grossman, Earl J. 
Grossman, Sidney Glicksman, George D. Goldlist, Joseph 
Garshon, Charles R. Gambles, Douglas R. Gilmaster, Ian 
McP. Gibson, McKinley D. Henderson, John B. Howson, 
Fred V. Harrison, William F. Hill, William J. Hodgins, 
Richard E. Herington, Frank H. Hochreiter, John W. Har- 
ris, Harold A. Hoar, Robert W. Hauch, Donald D. Hill, 
George E. Irvine, John Iron, Allan C. Jennison, Alan W. 
Jackson, Robert C. Jackson, Robert A. Johnston, John D. 
Jackson, Maxwell L. Joyce, Michael J. Kerby, Milton Kly- 
man, Herbert J. Kirk, Kenneth G. Linn, G. H. Layzelle, D. 
S. Larke, J. W. Lawson, C. L. Luce, F. C. Macdonald, Nor- 
man A. McKeller, Robert J. McQueen, William E. Mc- 
Dougall, Douglas N. McPhie, Alexander McKillop, Roder- 
ick McMillan, Earle J. McCormack, Lloyd G. McMahon, 
Elwood A. McDonald, William St. C. McEvenue, Russell 
Bruce Mailling, William T. Mead, Arthur M. Morton, John 
G. Midgall, Robert F. Meldrum, George W. Moore, Donald 
H. Morris, Leonard Maynard, Richard C. Morton, Ernest 
Albert Marsh, Morley Morrison, John Moloney, E. J. Marin- 
igh, Arthur E. Mountford, Carlysle W. Noble, John C. New- 
ton, John J. Ogle, James A. O’Brian, John A. Orr, Terence 
J. O’Brien, Anthony J. Ormsby, John V. O’Connor, V. 
Pietropaolo, Richard W. Pogson, Fred J. Reisman, Mur- 
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ray Rumack, Gordon J. Reid, Cyril H. Rosenthal, Leonard 
M. Ring, William D. Roberts, David Rosenberg, William 
W. Roth, Clifford L. Rogers, Ernest Robinson, J. P. Ryan, 
Allan R. Rowan, Thomas A. Richardson, M. W. Snyder, 
Leonard Salkovitch, Vernon B. Secker, David M. Stein- 
berg, Robert M. Shields, Elwin E. Smith, Percy Sherman, 
R. E. Strome, Louis J. Shaughnessy, A. R. Salzman, T. E. 
Shultz, Donald Snell, Peter Stewart, Donald W. Scully, 
Frederick Stephens, James K. Scott, D. U. Tinston, Albert 
S. Takimoto, William A. Thomson, Robert M. Thompson, 
Morley B. Taylor, John G. Turner, Marcus D. Trewin, John 
G. Trumpour, Donald J. Thomson, Edward E. Taylor, H. 
Vickery, William Wagman, Robert A. West, Gerald Ward- 
ell, Howard R. Whitney, Charles K. Wright, William A. 
Waldram, James G. Wright, Fred J. Watkins, Donald R. 
Wilson, Ellard W. Yeo, John P. Young, Henry Yuffy, 
Arthur E. W. Yule, Bernard L. Yalofsky. 

Hamilton: William D. B. Aiton, John C. Beveridge, 
Robert L. Booth, Kenneth E. Bendall, Philip F. Connell, 
James G. Fryatt, Maurice A. Hassal, Robert M. C. Hamil- 
ton, Walter J. Jennings, Alexander Knox, George E. Mitch- 
ell, James Moore, Edward P. Nolan, Donald B. Perrott, 
Edward H. H. Reid, Donald R. Robertson, Roger D. Smith, 
George F. Scott, William C. Smiley. 

Ottawa: Conrad C. Aubin, Arthur W. Berry, Alan But- 
ler, John A. Cunliffe, William Dale, Adam E. Foster, Robert 
B. Humphrys, J. A. Hamphill, John D. Hobbs, Douglas T. 
Holmes, William J. Higgins, John D. Kerr, E. S. S. Leach, 
Kenneth A. Laughlin, Gerard M. Mulvihill, Harcourt I. Mc- 
Lean, James C. Orme, Howard T. Orser, Douglas A. Old- 
ham, Lyall Simpson, D. N. Shuttleworth, John R. Thomson, 
Thomas A. Wood, Edwin M. White. 

Windsor: R. B. Austen, Kenneth W. Graff, Lawrence M. 
Hendershott, Myles E. Kennedy, Gordon E. MacGirr, Maur- 
ice R. Rankin, Maxwell E. Roberts, George C. Smith. 

North Bay: Richard J. Yeandle. 

Sudbury: Robert J. Bryson, Hugh J. Humphrey, Wil- 
liam M. McKinnon. 

Port Arthur: Harry G. John, Grant H. Thompson. 

Timmins: Leonard K. W. Dorland, Chester H. Wyse. 

London: James N. Beatty, Bruce H. Burns, John D. 
Duncan, William G. Doig, Donald C. Gillies, Robert A. 
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Knighton, Robert G. Leigh, Earnest W. Martin, C. Don- 
ald Mulholland, William Paul Pernfuss, John M. Rooney, 
George R. Weiler. 

Prize Winners: 

Final: Institute Gold Medal and $50 G. H. Ward, Special 
Gold Medal and $100 to ex-serviceman attaining highest 
marks passing examination L. A. Kaake, George Edwards 
prize and $50 G. N. Saunders, N. T. Kernahan Prize of $50 
L. E. Jess, Clarkson Gold Medal H. M. Strom. 

Intermediate: Institute First Prize of $50 D. K. Morri- 
son, Institute Second Prize of $25 G. A. Telfer, George A. 
Touche & Company Active Service Student Prize of $100 
A. G. Watson. 

Primary: Institute First Prize of $50 R. B. Humphrys, 
Institute Second Prize of $25 R. A. West. 

Prince Edward Island 

The Institute of Chartered Accountant of Prince Ed- 
ward Island announces the following results in the De- 
cember 1947 uniform examinations: 

Final: Mrs. Erma McPherson. 

Intermediate: L. H. Ives. 

Quebec 

The Institute of Chartered Accountants of Quebec an- 
nounces the following results in the December 1947 uniform 
examinations: 

Final: Marcel Adam, Mrs. A. Atkinson, Nathan Bacal, 
H. J. Barclay, R. Barriére, J. Wallace Beaton, Léopold 
Beaudoin, Jules Bélanger, René Bergeron, Marc Boisson- 
nault, J. Jacques Bouvrette, N. R. Brining, O. F. Carter, 
Marcel Cazavan, G. Chabot, L. P. Chamberland, André 
Corneille, William Davey, Robert de Coster, D. R. Drum- 
mond, Gaston Dumoulin, H. Finkelstein, E. G. Floud, 
Pierre Fortier, J. E. Fortin, Milton Friefield, Benoit Gag- 
non, Charles G. Gale, J. P. Giguére, Marc Gilbert, A. C. 
Gilmour, J. Gitlitz, G. R. Graham, S. Grossman, W. T. B. 
Haines, W. G. Hogg, D. P. Holmes, Miss N. K. Hood, Ray- 
mond Huot, W. E. F. Johnson, Y. Joyal, Allan W. King, 
Conrad Lachapelle, Jules Lavoie, Maurice Levy, Emile 
Lutfy, J. Paul Marchand, E. R. Matthews, Marcel Mérin- 
eau, A. Montgrain, Michael Motard, James E. Munro, 
Maurice Ouellette, Fernand Paré, Charles E. Pelletier, 
Henri R. Perras, J. E. Philpott, O. Pouliot, Clément Pri- 
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meau, C. D. Reekie, Marcel Roy, Roger Roy, Alphonse St. 
Jacques, Emile Sanche, O. Sanseville, Mrs. A. Slessor, L. 
Sheiden, S. J. Sinclair, A. P. Smibert, Kenneth L. Smith, 
Lloyd W. Smith, J. Gordon Telfer, G. Théberge, R. D. Valpy, 
Ben Wagner, David Weinstein, A. I. Wexler, J. E. Zittrer. 


Prizewinners—Final Examinations: J. Wallace Beaton 
and Adolphe I. Wexler—Institute’s Gold Medals and cash 
prizes. These two students tied in obtaining the highest 
marks in the Province. Ben Wagner—Institute’s cash 
prize for obtaining second highest marks in the Province. 

Granted Supplementals: E. Albert, Jean Barriére, 
R. Beaudry, A. Berthiaume, Gérard Blais, Cyrille Brochu, 
J. H. E. Dubois, L. Dufresne, L. Epstein, P. Farmer, 
J. H. Fayet, P. Fortier, E. Fournier, L. L. Fox, H. L. 
Garber, Nathan Gesser, A. W. Goodman, M. Goyette, P. 
Greenwood, F. Guérette, Marcel Jean, H. Laflamme, A. F. 
Lamarche, Roger Locas, J. Manolson, R. Marchand, R. G. 
MclIsaac, H. J. R. Newman, Paul E. Noel, Bernard Pagé, 
Paul H. Paré, F. Phendler, R. Racine, S. Raphael, C. Rob- 
illard, R. G. Scroggie, N. C. Stinson, J. F. Toller, P. 
Tremblay, G. Waterhouse. 


Intermediate: Wm. G. Allan, Wm. George Bannan, 
T. W. Beckett, J. T. Black, J. O. Borlase, Wm. H. 
Boyce, J. W. Brunet, L. Burnstein, K. M. Campbell, H. L. 
Carstairs, D. L. Cassidy, A. B. Chazan, M. Chudnofsky, H. 
J. Conlan, Miss M. N. Delaney, H. Dennick, H. Diamond, 
Miss C. Driscoll, David Drummond, W. A. Dunwoody, E. A. 
Farquhar, Raymond A. Fiset, G. W. Green, Carl Grief, Miss 
M. E. Halfhide, Frank Y. Hambly, J. D. Hogg, K. A. Hough- 
ton, L. G. W. Hubley, F. A. Hughes, W. D. Innes, Leigh 
Johnson, L. N. Jones, M. A. Katz, T. M. Kirkwood, H. A. 
Ladouceur, R. Latendresse, G. R. Lee, Saul Lighter, R. E. 
McElligott, A. M. Macaskill, A. Madras, J. A. Martin, M. 
May, L. L. Miller, Sydney Morris, K. Nakashima, M. E. 
Nash, Jean Parisien, J. D. Paton, Julius Pfeiffer, D. F. 
Rennie, J. H. Rennie, Philip S. Rosen, D. D. Ross, A. A. 
Rudy, S. J. Rutherford, E. Share, I. R. Sterling, Miss Joyce 
H. Street, John G. Taylor, Vernon Turley, Miss D. B. White, 
J. A. Wilkins, F. L. Worrall. 


Prizewinners—Intermediate Examination: Jean Pari- 
sien—Institute’s Silver medal and cash prize for obtaining 
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highest marks in the Province. J. D. Hogg—Cash Prize for 
obtaining second highest marks in the Province. 


Saskatchewan 

The Institute of Chartered Accountants announces the 
following results in the December 1947 uniform examina- 
tions: ; 

Final, Part 2: S. W. Andrew, W. Atkinson, V. R. Cates, 
C. E. Chase, W. E. Cockburn, R. H. Conlin, A. R. Don- 
nelly, H. C. E. Kelly, C. J. Kirkpatrick, J. J. Kozack, J. J. 
Lucas, L. E. Mann, R. J. Middleton, R. E. Oliver, J. A. 
Peters, W. T. Read, T. H. Shepherd, H. R. Tate. 

With the exception of Tate, all those listed above were 
admitted as members of the Institute of Chartered Account- 
ants of Saskatchewan on February 14. H. R, Tate will be 
admitted as soon as the service requirement of five years 
is completed. 

Granted Supplementals: S. M. Chestnut, W. E. Clarke, 
F. L. Dickson, R. M. Dill, L. A. E. Krauter, F. C. Renouf, 
Verna J. Smith, D. E. Wells, J. E. Williams. 

Prize Winner: A. R. Donnelly was awarded the Neilson 
Medal by the Saskatchewan Institute, for the highest 
standing. 

Final, Part 1: W. R. Cantlon. 

Granted Supplemental: S. R. Lowthian. 

Intermediate: B. M. Abbott, E. F. Bourassa, H. Hunt, 
L. O. Robinson, E. W. Straus, J. T. B. Taylor, A. E. Walker, 
K. Williamson. 

Granted Supplementals: G. A. Candler, W. Eluk, E. N. 
Reynolds. : 

Prize Winners: In the intermediate, H. Hunt was award- 
ed 1st prize and B. M. Abbott was awarded the 2nd prize. 
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Case Law Affecting Accountants 
by T. G. Matthews 


The law in force in England and those countries whose 
legal systems are offshoots of English Law is found to have 
two major sources—the Statute Book and the reported 
decisions of the Courts. I have been asked to address you 
on some parts of the case law which affects accountants. 


The history of the authority of judicial decisions goes 
back into the beginning of English history, and an ex- 
amination of the origin and growth of this theory of law 
would provide material for a text book in itself. One theory 
is that a judicial decision has no inherent authority but is 
merely a statement of what the unwritten law always was. 
Another, that the common law of England is “customary 
law” and the decision of a Court merely evidence of the 
custom. In practice, however, there can be no doubt that 
the decisions of English Courts have created, and not 
merely defined, that body of our law which is not derived 
from the legislature. When a question of law which may 
be answered in more than one way comes before a Court, 
the answer is a precedent and will have authority in future 
according to the status of the Court, and to the extent that 
the Court has chosen one answer rather than another it 
has created law. 

To have authority, a case need not be reported, but the 
overwhelming bulk of case law is found in a huge series 
of law reports extending back at least as far as the reign of 
Edward I. The early works were all the result of private 
reporters who, for one reason or another, took the trouble 
of reducing the decisions of the Court to writing, in the 
form of a series of reported cases. Within the last 100 
years official series of reports have been published, but the 
private reports continue. While the authority of the offi- 
cial reports is accepted, a private report is not authoritative 
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unless the Court accepts it as such, but once accepted, it 
is something more than mere evidence of the law. 

Among this huge body of decided cases there are 
naturally many which will be of interest to the members 
of the accounting profession. 

Definitions : 

Although the word “account” has long been recog- 
nized as a technical word with a precise meaning in Eng- 
lish law, the accountant does not seem to have come before 
the Courts a great deal. In any event, as late as 1920, 
in the case of O’Connor & Ould v. Ralston [1920] 3 K.B. 
451, it was necessary for Mr. Justice Darling to consider 
the meaning of the word “accountant”. He defined an ac- 
countant to be a person who is paid for investigating 
accounts and certifying as to their accuracy. The point 
before the Court was whether the use of the word “ac- 
countant” was sufficient compliance with a requirement of 
The Registration of Business Names Act, 1916, that every 
firm should furnish a statement of the general nature of 
its business. The evidence, however, disclosed that the 
firm in question was a bookmaking business, so you will 
probably agree with the Judge, who refused to regard them 
as accountants. 

I think the true position is that at the present time there 
is no complete definition of the term binding in law. It is 
interesting to note that, while [the Queensland] Public 
Accountants Registration Act of 1946 defines “Public Ac- 
countant,” it does so in substance, by saying he is a person 
who carries on the business of “general accounting” and 
thereby it would seem that the case law of Queensland is 
going to be enriched by some decisions on the question of 
what is or is not the business of “general accounting.” 

Relationship to the Client 

Be that as it may, the relationship of an accountant 
to his client is a matter of contract, and may be varied to 
suit the wishes of either party. The accountant is not 
in the same position as the auditor or the solicitor, where 
the law imposes certain duties which cannot be avoided 
by the client’s agreeing to release the other party there- 
from. The accountant is free to limit his obligations, and 
in other ways vary his contract in any way to which the 
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client is prepared to agree. The contract will, of course, be 
subject to the general law and to that extent subject to 
the conditions which are placed on all contracts. 

In the general body of case law we find that accountants, 
on a number of occasions, had the fortune (or the mis- 
fortune) to add to the law, by reason of disputes with their 
clients. A member of a skilled profession who accepts 
work in that capacity is bound to use the skill and com- 
petence of a competent member of his profession, and 
failure to do so wili render him liable to his client. 

In the case of accountants it is necessary to look to 
the terms of the particular contract to determine whether 
a particular duty is or is not laid upon him. In the case 
of Maritime Insurance Coy. Vv. Fortune & Sons (1931) 41 
L].L.R. 297, accountants were employed to certify a return 
made by a branch office of an insurance company to its 
head office, but not to make an audit of the branch’s books. 
It was held that they were not liable for failing to detect 
the fraud of one of the employees of the branch office. 
Where an accountant is employed as auditor, however, the 
nature of the employment imposes certain obligations which 
we will consider later. 

In the cases of Henry Squire Cash Chemist Ltd. v. Ball 
Baker & Co., Mead v. Ball Baker & Co. (1911), 27 T.L.R. 
269, the defendants, who were accountants, were employed 
to investigate the condition of a business and to advise 
thereon in relation to the advance of further capital. It 
was not suggested to the defendants that any of the 
people connected with the business were not trustworthy. 
The business was then formed into a company and the 
defendants employed as auditors. After a number of 
years it was found that certain officers of the business, and 
later the company, had falsified the stock sheets and sup- 
pressed certain liabilities, as a result of which the company 
went into liquidation, paid 9/6 in the £ to debenture holders, 
and creditors and shareholders received nothing. It was 
alleged that the defendants were liable to their employers, 
but the Court held otherwise. In relation to the original 
investigation, the Court held that in making the investi- 
gation, the defendants were entitled to rely on documents 
vouched by the servants of the firm at whose accounts they 
were looking, unless there were some reasons for believing 
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those servants to be dishonest. In the facts of that par- 
ticular case, it could not be said that a reasonable man 
would have found something suspicious in the documents 
themselves. 

So far as later audits were concerned, it was alleged 
that the increase in stocks ought to have aroused the: de- 
fendants’ suspicions, but in each audit the defendants 
had called attention to the increase in stocks and given 
the managing director’s explanation for it. It was held 
that if the auditors called the directors’ attention to a fact 
and the directors, with knowledge of that fact, made no 
comment and gave no instructions, the auditors could not 
be expected to do more. 

Now let us look at a case where an accountant was held 
liable. In Fox & Son V. Morrish Grant & Co. (1918), 35 
T.L.R. 126, the defendants were retained to do certain work. 
The plaintiffs alleged that the retainer was as accountants 
to prepare annual balance sheets for the information and 
guidance of the plaintiffs. The defendants denied this and 
said the retainer was to check the postings and additions 
of the plaintiffs’ books, make out a trading profit and loss 
account and prepare a balance sheet therefrom and close 
the private ledger in accordance therewith. In any event 
for a number of years the defendants did prepare balance 
sheets for the plaintiffs without calling for the pass 
books or a statement verifying by the bank. It was 
held, that in the absence of an arrangement that the 
defendants need not verify the correctness of the cash 
and bank balances, the defendants were negligent in that 
they neither checked these balances nor informed their 
client that they had not done so. This case would appear 
most important to accountants and the practical importance 
of the rule it lays down is illustrated by the case itself 
as it appeared that the fraud of the clerk who falsified 
the accounts did not commence until after he became aware 
of the fact that the defendants were not in the habit of 
checking cash or bank balances, and it was apparently 
suggested to his mind by their failure to do so. 

An accountant may therefore be liable to his client if 
he fails to perform his work in a competent manner. But 
his duty to his client does not end there. Among other 
duties, he is bound to take care of documents entrusted 
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to him by his client and he is bound to treat information 
given him as confidential. These duties are aptly illustrated 
by the case of Weld-Blundell v. Stephens [1920] A.C. 956. 
From the financial point of view the accountant concerned 
in that case was very lucky, as it was held that the loss suf- 
fered by his client was not the result of the accountant’s 
breach of duty, and that therefore the client could recover 
nominal damages only, but there was no doubt about the 
breach of duty. What hapened was this: Weld-Blundell em- 
ployed Stephens, a chartered accountant, as professional ad- 
viser to advise him as to the financial affairs of the Float 
Electric Co. Ltd., in which he had invested a considerable 
sum of money and with the management of which he was 
greatly dissatisfied. He wrote a letter to Stephens in which, 
together with certain instructions in relation to the investi- 
gation of the company, he made severe reflections upon the 
conduct of the manager and two other officers of the com- 
pany. Stephens handed the letter to his partner and ask- 
ed him to do the work. The partner went to the company’s 
premises and, unfortunately, mislaid the letter there. 
When he found he had lost it, he phoned the manager, who 
looked for and found it, but before returning it, made a 
copy and showed the original to the two officers concerned. 
The latter sued Weld-Blundell for damages for the defama- 
tory statements in the letter and obtained judgments in 
respect of which Weld-Blundell had to pay £1679. He then 
brought an action against Stephens claiming damages for 
the defendant’s failure to take proper care of the letter. 
The case went on appeal to the House of Lords and, as I 
have said, the accountant escaped financial responsibility on 
the somewhat technical point that the damage to the client 
resulting from the defamation actions were not the result 
of the loss of the letter. The Court made it clear that the 
loss was a breach of duty, and I think every accountant 
will agree that that was the position. 


Rights Against the Client 
Now let us examine the rights of the accountant against 
his client. First, the question of remuneration. This is 
a matter between the parties and it may be the subject of 
a special agreement made at the time the accountant is em- 
ployed. In the absence of such an agreement the account- 
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ant will be entitled to a reasonable fee for the work he does 
and the question of what is a reasonable fee is entirely one 
of fact—not of law. In such a case it would be necessary 
to call evidence to establish what is a fair recompense for 
the work and skill involved. 

There was an interesting case in 1861 in which a cus- 
tom in relation to accountant’s charges was proved. I 
do not know if the same custom exists here, but the case is 
illustrative of the manner in which the Court will con- 
sider a claim for remuneration where no set amount has 
been agreed upon. The case is Price v. The Hong Kong 
Tea Coy., 2 F. & F. 466. The plaintiff was appointed to 
make an examination of the books of a company, which he 
duly did. He worked with a clerk and rendered an ac- 
count charging two guineas per day for both his and his 
clerk’s time. The account was disputed chiefly on that 
ground and the plaintiff gave evidence himself and called 
the most eminent accountants in London to show that it 
was the usual custom to charge one uniform rate for the 
accountant and clerk, and that two guineas was a low rate. 
They gave a number of reasons for the practice. One or 
two accountants were called by the defence to prove that 
they had charged a lesser rate for their clerks, but they 
were far from contradicting the general usage. Pollock, 
C.B., in summing up to the jury, said: “...as to... the 
rate of charges, it is impossible to lay down any rule except 
this, that whenever a certain rate or way of charging is 
usual and general among the most large class of persons 
carrying on an employment it may fairly be presumed to 
be just and reasonable. There has been here very strong 
evidence of such a usage in favour of the plaintiff’s rate of 
charges, and nothing to show it so unreasonable that you 
cannot sanction it.” The jury did so. 

It is a general rule that if a person has delivered to him 
some article upon which he has to do work, he is entitled 
to retain it until his charges for the work are paid. There 
is an old English case, in which the question of an ac- 
countant’s right to claim a lien on books of account has 
been raised, but it is a somewhat indefinite case. It is Ex 
parte Southall, in re Hill (1848) 12 Jur. 576. In that case 
Southall, an accountant, was employed by Hill to make up 
his books with a view to an arrangement with his creditors. 
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As frequently happens, the creditors did not wait, and 
Hill was made bankrupt. Southall claimed a lien for his 
charges, but the assignees, who in those days corresponded 
to the official receiver of today, seized the books by force. 
Southall took proceedings to get them back and they were 
ordered to be returned to him on his undertaking to abide 
by the order of any Court in which the assignees might 
take proceedings against him. The case is not therefore 
complete, but Vice-Chancellor Knight Bruce, who tried it, 
stated that his opinion tended in favour of the lien and 
that the applicant’s claim was good. 

On this subject there is a much stronger Australian 
case In re Gleebs Pty. Ltd. (in liquidation) [1933] V.L.R. 
293, in which an accountant claimed a lien for writing up 
and balancing the company’s general ledger, and for pre- 
paring the company’s income tax return and balance sheet, 
and for checking the company’s sales journal with invoices 
and sales tax returns. The sales journal, invoices and sales 
tax returns had been delivered to him for the purpose 
of checking the sales journal. It was held that he was 
entitled to a lien in respect of the general ledger, income tax 
return and balance sheet, but not over the sales journal, 
invoices and sales tax returns. 

These cases seem sufficient authority to establish that 
accountants may claim a lien, but it must be considered 
subject to two important limitations. In the case of a 
bankrupt the right is expressly taken away by section 99 
(3) of The Bankruptcy Act 1924-38, which reads as fol- 
lows: “No person shall be entitled as against the trustee 
to withhold possession of the books of account or any 
papers or documents relating to the accounts or to any 
trade dealings of the bankrupt or to claim any lien there- 
on.” The second limitation is that the lien is a particular 
and not a general lien. A general lien arises where the 
creditor has the right to retain any articles of the debtor 
until he is paid all debts owing to him. A particular lien 
is one for a debt owing for work done on the article in 
question only and not in respect of any other debt. The 
law frowns on general liens and would not recognize one 
in favour of an accountant unless the client had expressly 
agreed to give it. 
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Auditors 

The accountant who accepts a retainer as auditor finds 
himself in a far different position than when he makes a 
contract to do ordinary accounting work. He is still free 
to make an unusual or special contract with his client, 
but in the absence of special terms the law will imply a 
number of terms into a contract to do an audit without 
putting the parties to the necessity of mentioning those 
terms at the time of making the contract. But the law 
goes further. It imposes certain duties on the auditor 
and the breach of these duties may give rise to claims by 
parties completely outside the contract—for example, the 
creditors of the auditor’s client. 


The case law on this subject is very voluminous and 
we shall have time to consider only a few of the more 
interesting ones. One of the leading cases on the duty of 
an auditor is In re London and General Bank (No. 2) 
[1895] 2 Ch. 673. The facts of the case were comparative- 
ly simple. An auditor presented a confidential report to the 
directors calling their attention to the insufficiency of the 
securities on which the capital of the company was invested, 
and the difficulty of realising them, but in his report to the 
shareholders he merely stated that the value of the assets 
was dependent on realisation. In the result, the share- 
holders were misled as to the condition of the company and 
a dividend was declared out of capital and not out of 
income. The actual verdict was that the auditor was guilty 
of a misfeasance under section 10 of the English Com- 
panies (Winding Up) Act 1890 and liable to make good 
the amount of the dividend paid, but the importance of the 
case arises from the observations of the Court dn the duty 
of an auditor. Lindley, L. J., laid down the position as 
follows: “It is no part of an auditor’s duty to give advice 
either to directors or shareholders as to what they ought 
to do. An auditor has nothing to do with the prudence 
or imprudence of making loans with or without security 
. .. His business is to ascertain and state the true financial 
position of the company at the time of the audit, and his 
duty is confined to that. But then comes the question, 
How is he to ascertain that position? The answer is, By 
examining the books of the company. But he does not 
discharge his duty by doing so without enquiry and without 
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taking any trouble to see that the books themselves show 
the company’s true position. He must take reasonable care 
that they do so. Unless he does this his audit would be 
worse than an idle farce ... An auditor, however, is not 
bound to do more than exercise reasonable care and skill 
in making inquiries and investigations. He is not an in- 
surer; he does not guarantee that the books do correctly 
show the true position of the company’s affairs. He does 
not even guarantee that his balance sheet is accurate ac- 
cording to the books of the company. If he did he would 
be responsible for error on his part, even if he were him- 
self deceived without any want of reasonable care on his 
part, say, by the fraudulent concealment of books from 
him.” 

The case is also important as stressing the necessity 
of an auditor’s insisting on making his own report. The 
original report read, “The value of the assets as shown on 
the balance sheet is dependent on realisation and on this 
point we have reported specifically to the Board.” The 
chairman of the company requested that the last words be 
left out, and promised to mention the report in his speech 
to shareholders. The auditor agreed and the chairman 
mentioned the report in such a way as not to call the meet- 
ing’s attention to it. 

An earlier example of the necessity to verify informa- 
tion is found in the case of Leeds Estate, Building and In- 
vestment Co. Vv. Shepherd, (1887) 36 Ch. D. 787. In that 
case a company’s articles provided for a sliding scale for 
directors’ remuneration based on dividends paid. Although 
the company made profits in only one year, dividends were 
always paid on the faith of balance sheets prepared by the 
manager and audited by a duly appointed auditor. Need- 
less to say, the balance sheets were not accurate, but the 
auditor never looked at the Articles of Association, but 
accepted the statements of the manager, and certified from 
time to time that the accounts submitted to him were true 
copies of those shown in the books of the company. So 
far as the auditor was concerned, it was held that it was 
his duty not to confine himself to verifying the arithmetical 
accuracy of the balance sheet, but to enquire into its sub- 
stantial accuracy and to ascertain that it contained the 
particulars specified in the Articles of Association, and was 
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properly drawn up so as to contain a true and correct 
representation of the company’s affairs. As they had failed 
to perform this duty they were held liable (subject to the 
Statute of Limitations) for the directors’ fees which had 
been improperly paid. Apart from the law, this case 
is a good example of the wisdom as distinct from the duty 
of perusing the company’s Memorandum and Articles of 
Association before undertaking an audit. 

The auditor is, however, not bound to be suspicious 
where there are no circumstances to arouse his suspicion. 
In the case of In re Kingston Cotton Mill Co. (2) [1896] 
2 Ch. 279, balance sheets signed by the auditors were pub- 
lished by the directors to the shareholders, and in those 
balance sheets over a period of years, the value of the com- 
pany’s stock in trade was grossly overstated. The auditors 
relied on certificates wilfully false, given by one of the 
directors who was also the manager, as to the value of the 
stock in trade. Dividends were paid for some years on the 
footing that the balance sheets were correct; but if the 
stock in trade had been stated at its true value, it would 
have appeared that there were no profits out of which a 
dividend could be declared. If the auditors had compared 
different books and added to the stock in trade at the be- 
ginning of the year, the amounts purchased during the 
year, and deducted the amounts sold, they would have seen 
that the statement of the stock in trade at the end of the 
year was so large as to call for explanation, but they did 
not do so. It was held that being no part of the duty of 
an auditor to take stock, they were justified in accepting 
the certificates of the manager, who was of acknowledged 
competence and high reputation, and were not bound to 
check his certificates in the absence of anything to raise 
suspicion. I trust you will agree with the views of Lopes, 
L.J., who, when giving his reasons for refusing to extend 
the duty laid on auditors, said: “The duties of auditors 
must not be rendered too onerous. Their work is responsi- 
ble and laborious, and the remuneration moderate.” 

I do not propose to attempt to deal fully with the very 
important case of In re City Equitable Fire Insurance Coy. 
Ltd. [1925] 1 Ch. 407. The hearing of the original sum- 
mons before Romer, J., occupied 25 days, the appeal before 
Pollock, M. R., Warrington and Sargeant, L.JJ., seven, and 
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the report of the case takes up a matter of 143 pages of 
the law reports. The case is practically a code on the 
duties of directors and auditors. The case arose because 
. the company lost a matter of £1,200,000, mainly due 
to the deliberate fraud of the managing director, 
which fraud was not known to the other directors or 
the auditors, whose conduct was entirely honest. A brief 
statement of the position (apart from statutory duties) 
of the auditors as laid down in that case is as follows: 
The measure of an auditor’s responsibility depends on the 
terms of his engagement. There may be a special contract 
defining the duties and liabilities of the auditors. If there 
is, then that contract governs the question. The articles 
will, however, be looked at if there is no special agreement, 
because the auditors will presumably have taken these 
duties upon the terms (among others) set out in the ar- 
ticles. That is not to say that auditors can set aside a 
statutory obligation. No agreement or article of associa- 
tion can remove an imperative or statutory duty. 

Auditors should not be content with a certificate that 
securities are in possession of a particular company, firm 
or person, unless the company, etc., is trustworthy, or, as 
is sometimes put, respectable, and, further, is one that in 
the ordinary course of business, keeps securities for its 
customers. In all these cases an auditor must use his 
own judgment. 

The case also illustrates the fact that the conduct of 
the auditor must be considered in the light of the facts at 
the time of the audit. Certain acts of the manager, if con- 
sidered separately from the rest of the company’s dealings, 
were such as to put the least suspicious person on inquiry. 
But at the time of the audit those acts were only a very 
small part of the company’s affairs, and there was no reason 
why they should stand out as they did after the whole fraud 
was discovered. It was held that the auditor was not negli- 
gent in failing to note the suspicious nature of those acts. 

As the function of an auditor is highly specialised, any 
person who accepts the position is bound to have the neces- 
sary qualifications to carry out the work competently. As 
an example of the special qualifications, we may take 
knowledge of the law relating to the subject matter of his 
work. A company auditor is bound to know the provisions 
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of the Companies Acts to the extent that those Acts are 
material for the purpose of his audit, and is bound to know 
or ascertain any provisions in the company’s Memorandum 
and Articles of Association which may have a special bear- 
ing on the questions he has to consider. In the same way, 
anyone undertaking to audit a trust account could not 
plead ignorance of provisions of the Trust Account Acts 
to cover his mistakes. In Thorn v. Devonport Corp. [1900] 
1 Q.B. 16, Lord Russell of Killowen, C.J., speaking of the 
duty of a borough auditor, said: “I think an auditor is not 
only entitled but justified and bound to go further... and 
by fair and reasonable examination of the vouchers to see 
that there are not amongst the payments so made, pay- 
ments which are not authorised by the duty of the authority 
or contrary to the duty of the authority or in any other 
way illegal or improper.” 

In In re Republic of Bolivia Exploration Syndicate Ltd., 
[1914] 1 Ch. 139, a company was incorporated without 
any special set of Articles of Association being registered. 
By the law then in force, Table A of the then Companies 
Act automatically became the company’s Articles. The 
auditors passed certain payments for which no authority 
was given by Table A. In the facts of that particular case 
the auditors were held to have been excused for passing 
these payments. Astbury, J., however, stated the law as 
follows: “Now there are some legal matters which an audi- 
tor must obviously know, as there are others which it is 
equally obvious that he could not be held responsible for 
not knowing, and it may not be always easy to say in which 
category each case falls. I think that auditors of a limited 
company are bound to know or make themselves acquainted 
with their duties under the articles of the company whose 
accounts they are appointed to audit, and under the Com- 
panies Acts for the time being in force; and that when 
it is shown that audited balance sheets do not show the 
true condition of the company and that damage has result- 
ed, the onus is on the auditors to show that this is not the 
result of any breach of duty on their part.” The judge 
then went on to consider the various authorities on the 
powers and duties of an auditor, and to apply them to the 
particular facts of the case, and held that there was a suffi- 
cient excuse made out. 
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The cases I have mentioned form a very small part of 
the multitude of decisions which could form part of an ad- 
dress such as this. It is obviously impossible to deal with 
all such cases, and it is probable that I have failed to refer 
to many cases with which members of this audience are 
familiar in the practice of their profession. I do not wish 
to infer that any such cases are not important, but my 
object has been to select a number of cases which show how 
a lawyer would approach the general question of the rights 
and duties of accountants and auditors. If in so doing I 
have been able to give you assistance in appreciating your 
position, I shall have achieved my object. 

















Institution Funds 
By Montagu Clements, C.A., A.C.I.S. 


The accounts of an institution should be so designed 
and written up that they will show at any time the current 
state of the Revenue Fund and of all funds under the 
management and control of the executive council of the 
institution: they are also required to show, in connection 
with each fund, the value of the assets and the extent of 
the liabilities. 

As each fund is an independent fiscal and accounting 
entity, it must have its own operating statement and bal- 
ance sheet. These are prepared for presentation to the 
governors and members of the institution after the end of 
each fiscal period. The operating statement indicates the 
transactions and financial results arising from the activities 
of each fund, and the balance sheet shows the assets, lia- 
bilities, reserves and surplus. 

A consolidated financial statement embracing all the 
various funds is of no considerable value and may cause 
confusion. I have recollections of a statement of this 
kind being presented at an annual church meeting. One 
of the wardens didn’t understand why they couldn’t pay 
the rector a larger salary when their bank account showed 
a big credit balance. It was explained to him that the 
balance included money which belonged to other funds— 
the building fund, the organ fund, etc. The warden ap- 
peared to be still unconvinced. 

To quote an established authority: 


“The surplus items of the various funds may 
not be consolidated and the equity in fixed assets 
must not be consolidated with surplus represented 
by expendable assets.” 
To demonstrate the accounting procedures let us sup- 
pose that an institution, called “The Citizens League”, has 
three funds: 
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(1) The General Fund 
(2) The Sports Fund, and 
(3) The Boys’ Special Fund 
and the operations for the period have included 
(a) An investment in bonds by the General 
Fund $200.00 
and (b) A loan from the General Fund to the 
Sports Fund (to finance its fund rais- 
ing campaign) 
The balance sheets of the various funds might appear, at 
the close of the fiscal period, as follows: 


GENERAL FUND 
Balance Sheet as at December 31, 1947 
Liabilities and Surplus 
Accounts Payable 16.0 
Due from Sports Fund .. $ 50.00 Surplus: 
Subscriptions due and as at December 
unpaid x 31, 1946 
Cash in Bank 3 Add: Excess of 
Revenue over 
Expenses — year 
ended December 
31, 1947 $117.00 $310.00 


$326.00 $326.00 


= =O 


SPORTS FUND 
Balance Sheet as at December 31, 1947 
Assets Liabilities and Surplus 
Cash in Bank r Due to General Fund .... $ 50.00 
Surplus 


BOYS’ FUND . 
Balance Sheet as at December $1, 1947 
Assets Liabilities and Surplus 
Cash in Bank é Surplus $ 15.00 


It will be noted that the General Fund shows a surplus 
of $310.00. This is only correct if it represents an ex- 
pendable sum unrestricted as to use. If the “Citizens 
League” uses a budget, the correct “surplus” figure may 
be discovered by means of budgetary accounting. The 
ramifications of this process are extensive and are not 
included in this short treatise but, by way of illustration, 
definitions of “budget” and “budgetary accounting” are 
appended: also an analysis of the $310.00 as it might ap- 
pear when budgetary accounting is used. 
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Budget—A pre-arranged financial plan for a period of 
operations. 

Budgetary Accounting—The accounting system used to 
supervise and control the operations of the budget. 


EXCESS OF ASSETS OVER LIABILITIES 


Reserve for unliquidated encumbrances 
Appropriations 

Less: Appropriation encumbrances 
Unappropriated Surplus 


As indicated previously, each fund must have its own 
operating statement. The following form might be used 
in connection with the General Fund: 

GENERAL FUND . 
Operating Account Year ended December 81, 1947 


Revenue Expenses 
Members Subscriptions: Entertainmits ..$175.00 
$200.00 Less: Sale o1 


00. 
6.00 $206.00 tickets, etc. ... 125.00 


Income from Investments $ 6.00 
Bank Interest $ Advertising and 
Publicity 
Printing & Stationery .. 
Postage 
Revenue Stamps and 
Bank Charges 
Miscellaneous 


Excess of Revenue over 
Expenses—carried to 
surplus account 


$213.50 $213.50 

A reconciliation statement should be made to prove the 

accuracy of the treasurer’s bank account. The form of 
such a statement may be illustrated as follows: 


BANK RECONCILIATION STATEMENT AS AT DECEMBER 31, 1947 
Balance, as per bank pass book 7 
Less: Outstanding cheques 


Net balance $685.00 
Summary: 

General Fund 

Sports Fund 

Boys’ Fund 
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This statement simplifies the work of the auditor: it 
need not be included with the financial statements presented 
at the annual meeting. 

As the central purpose of accounting procedures is 
enlightenment, ambiguity (and the resultant confusion) 
should be avoided by the use of accurate terminology. The 
careful accountant will grasp the exact significance of such 
words as “receipts”, “income”, “payments”, “expenses”, 
“expenditures”, etc. He will also be cautious about present- 
ing income and expense accounts “on a cash basis”. Such 
statements are incomplete (and, therefore, incorrect) un- 
less all accrued income has been collected and debts in- 
curred in connection with current operations have all been 
paid. 


Provincial News 
Ontario 

The Institute of Chartered Accountants of Ontario held 
its annual mid-winter dinner on March Ist at the Royal 
York Hotel. The Honourable D. C. Abbott, K.C., M.P., 
Minister of Finance, was the guest speaker. More than 
one thousand members, students and guests were present. 
During the evening prizes won at the 1947 examinations 
were presented to the successful candidates. 

In the afternoon of that day, a special meeting was held 
at which successful candidates in the final examinations 
were presented with their certificates and welcomed into 
the Institute as new members. 





BOOK REVIEWS 


Book Reviews 


Provincial Taxation Service, under the editorship of H. 
Heward Stikeman, B.A., B.C.L., Barrister-at-law, and 
Gerald D. Sanagan, M.A., Barrister-at-law. Published by 
Richard De Boo Limited, Toronto. 


The recrudescence of provincial taxation since the abro- 
gation of the wartime suspension agreement and the sign- | 
ing of the Dominion-Provincial Tax Agreements is signal- | 
ized by the appearance of this massive red volume. Another 
of those loose-leaf services, for which its publishers are 
well known, this new work purports to cover the whole 
field of provincial taxation with the exception of succession 
duties. 

The volume is divided into ten sections, one for each of 
the Provinces and one for Dominion-Provincial Agree- 
ments. The latter section contains the text of the Master 
Agreement by which all the Provinces except Quebec and 
Ontario surrendered their principal taxing powers to the 
Dominion for the next five years, then follows the uniform 
Provincial Corporation Tax Act together with an explana- 
tory brochure from the Department of National Revenue. 
While this statute has been separately enacted by each of 
the agreeing Provinces, it is explained that only the Nova 
Scotia version incorporates certain recent amendments to 
the Income War Tax Act and other clarifying provisions 
which it is expected will be retroactively adopted by the 
remaining six Provinces. Accordingly the Nova Scotia 
enactment alone is reproduced in the Service. 

For the individual Provinces the treatment accorded 
Ontario may be taken as representative, though for com- 
plexity of its tax laws the Province of Quebec is undoubted- 
ly supreme. The Ontario section divides the field of provin- 
cial taxes into (1) Corporation taxes, covering the Corpora- 
tion Tax Act and fees payable by corporations under the 
Companies Act, the Companies Information Act, the Extra 
Provincial Corporations Act, the Mortmain and Charitable 
Uses Act, the Escheats Act and the Corporation Securities 
Registration Act; (2) Commodity Taxes, covering the Gaso- 
line Tax Act and Regulations; (3) Licence Fees, covering 
Fees payable under the Highway Traffic Act, the Commer- 
cial Vehicle Act and the Public Vehicle Act; (4) Transfer 
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Taxes, covering the Security Transfer Tax Act and Regula- 
tions, the Land Transfer Tax Act and Rulings and the Mort- 
gage Tax Act; (5) Property Taxes, covering the Assess- 
ment Act; and lastly (6) Mining Taxes, covering the Min- 
ing Tax Act. 

The relevant portions of the law and regulations are 
textually reproduced following an introductory editorial 
summary of each principal taxation field. Facsimiles of 
important forms and returns are provided. Access is 
facilitated by tables of contents and indexes for each sec- 
tion. 


Letter to the Editor 


Dear Sir: 

There were only two articles on Inventory Methods 
in the issue of January 1948 and no more have appeared 
since. I shall look for at least four in the March number. 
[Sorry, we can’t oblige as to quantity, but as to quality, 
well, see Mr. Edward B. Wilcox’s article commencing on 
p. 201.—ED.] Until we know much more about LIFO and 
FIFO there is still the danger of valuing goods at what 
they are worth. In the meantime one might do worse than 
take the advice given by the Walrus in the verses below. 

And, by the way, let me confess to you that while I 
knew LIFO stood for Last in, First out, I never connected 
it with an inventory but always understood that it referred 
to the office hours of the General Manager. 


INVENTORY METHODS 
(With apologies to Lewis Carroll) 


“If seven men with seven pens 
Wrote hard for half a year, 
Do you suppose,” the Walrus said, 
“They’d get this pricing clear?” 
“TI doubt it,” said the Carpenter, 
And shed a bitter tear. 
“The time has come,” the Walrus said, 
“To make the best of things :— 
When LIFO seems to stick in spots 
and FIFO has some stings 
Combine the two and note with joy 
The help LIFIFO brings.” 
Yours sincerely, 
Hamilton, Ont. G. E. F. SMITH, SR., F.C.A. 
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Obituaries 


Arthur Cecil Claxton 

The Institute of Chartered Accountants of British 
Columbia announces with deep regret the passing of Arthur 
Cecil Claxton in his sixty-sixth year. 

The late Mr. Claxton was born at Allerton, near Liver- 
pool, England. He took his professional training in Liver- 
pool and was admitted to the Institute of Chartered Ac- 
countants of England and Wales in the year 1909. He 
came to the United States in the year 1911 and joined the 
staff of Marwick, Mitchell, Peat & Company at Chicago. 
Leaving there in the year 1913 he moved to Kamloops, 
British Columbia, where he had practised his profession 
to the time of his death. His sudden passing is mourned 
by his many friends. 

To his widow and family, the members of the Institute 
extend their sincere sympathy. 


Frederick James Carter 

The Institute of Chartered Accountants of British 
Columbia announces with deep regret the passing of 
Frederick James Carter in his seventy-fourth year. 

The late Mr. Carter was born in Norwich, England, 
coming to Canada as a young man. He had been a member 
of this Institute since the year 1921 and for the past ten 
years had practised his profession with William Tomlinson, 
C.A., under the firm name of Carter and Tomlinson. He 
was well regarded professionally and personally in Van- 
couver and the tragic circumstances of his passing came 
as a great shock to a wide circle of friends. 

To his widow and family the members of the Institute 
extend their sincere sympathy. 


Percy John Salter 

The Institute of Chartered Accountants of British 
Columbia announces with deep regret the passing of Percy 
John Salter of Vancouver in his sixty-fourth year. 

The late Mr. Salter was born in Reading, England, 
where he took his professional training. He came to Van- 
couver thirty-six years ago and joined the staff of the 
daily News-Herald. When that newspaper was absorbed by 
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the Vancouver Daily Sun, he became comptroller of the 
latter newspaper company, later becoming president. He 
retired from the Vancouver Daily Sun in the year 1942 
and subsequently purchased an industrial business which 
he operated until recently, retiring therefrom due to ill 
health. He had been a member of this Institute since the 
year 1922. 

His service to the community included serving on the 
directorates of the Crippled Children’s Hospital, Vancouver 
Welfare Fund and the British Columbia Cancer Foundation. 
His passing is mourned by his friends and associates in 
many fields of endeavour. 

To his widow and family the members of the Institute 
extend their sincere sympathy. 


Personals 


Harold V. Hummel, C.A., wishes to announce the open- 
ing of an office in the Whittome Building, 60 Station Street, 
Duncan, B.C. 


McDonald, Currie & Co., Chartered Accountants, wish 
to announce the opening of a branch office at 789 Pender 
Street West, Vancouver, B.C. Mr. Colin E. C. Stewart, 
C.A., is the resident partner. 


McDonald, Currie & Co. are pleased to announce that 
Mr. J. Stanley Whitehead, C.A., has been admitted as a 
partner of the firm. 
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ORDERS IN COUNCIL 


Regulations Governing Allowable Deductions Re Mining 
or Logging Operations 
P.C. 331, January 30, 1948. 
as amended by 
P.C. 952, March 6, 1948. 


Present: His Excellency the Governor General in Council. 


WHEREAS Paragraph (w) of Subsection (1) of Section 5 of the 
Income War Tax Act provides that—“income” as defined therein shall, 
for the purposes of the Act, be subject to the deduction of such 
amount as the Governor in Council may, by regulation, allow 
for amounts paid in respect of taxes imposed on the income, or 
any part thereof, by the Government of a Province by way of 
tax on income derived from mining operations or income derived 
from logging operations; but in the case of the nineteen hundred 
and forty-seven taxation year no amount may be deducted great- 
er than that proportion of the total amount of such taxes paid 
by the corporation in respect of the income for the said taxation 
year which the number of days of the said taxation year after 
the thirty-first day of December, nineteen hundred and forty-six, 
is of the total number of days in the said taxation year; 

AND WHEREAS, at the present session of Parliament, an amend- 
ment will be proposed to Paragraph (w) of Subsection (1) of Section 
5 of the Income War Tax Act to provide therein for the deduction 
from income of amounts paid in respect of taxes imposed on the 
income, or any part thereof, by any municipality authorized by a 
province by way of tax on income derived from mining or logging 
operations; 

AND WHEREAS Paragraph (w) of Subsection (1) of Section 5, as 
proposed to be amended, will implement the undertaking of the 
Dominion of Canada contained in Clause 8 of the Dominion-Provincial 
Agreements relative to taxes on income derived from mining or 
logging operations; 

ANp WHEREAs it is desirable that the applicable provisions and 
definitions of the Dominion-Provincial Agreements shall be included in 
any regulation governing the deduction from income of amounts paid 
in respect of such taxes; 

THEREFORE, His Excellency the Governor General in Council, on 
the recommendation of the Minister of National Revenue, and pursuant 
to powers conferred by the Income War Tax Act, is pleased to make 
the following regulations and they are hereby made and established 
accordingly :— ' 

1. Subject to these regulations the amount that a person may 
deduct from income under paragraph (w) of subsection one of section 
five, is an amount not exceeding the proportion of the total taxes 
therein mentioned paid by him to 
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(a) the Government of a Province, or 
(b) a municipality in lieu of taxes on property or any interest in 
property other than his residential property or any interest 
therein 
that the part of his income that is equal to the amount of 

(c) income derived by him from mining operations as defined 

herein, or ; 

(d) income derived by him from logging operations as defined 

herein 
is of the total income in respect of which the taxes therein mentioned 
were so paid.* 

2. No deduction from income shall be allowed under these regu- 
lations unless the taxpayer produces to the Minister a receipt or 
receipts for payment of the taxes in respect of which the deduction 
is claimed. ‘ 


3. In these regulations, 
(a) “Income derived from logging operations” by a person means 
(i) where logs are sold by him to any person at the time of 
or prior to delivery to a sawmill, pulp or paper plant or 
other place for processing or manufacturing logs, or de- 
livery to a carrier for export from Canada, or delivery 
otherwise, the net profit or gain derived by him from 
(A) the acquisition of the timber or the right to cut the 
timber from which the logs were obtained, and the 
cutting and sale, or the cutting, transportation and 
sale of the logs, or 
(B) the acquisition, transportation and sale of the logs, or 
where he does not sell but processes, manufactures or ex- 
ports from Canada logs owned by him, the net profit or 
gain reasonably deemed to have been derived by him 
from 
(A) the acquisition of the timber or the right to cut the 
timber from which the logs were obtained, and the 
cutting and the transportation of the logs to the saw- 
mill, pulp or paper plant or other place for process- 
ing or manufacturing, or to the carrier for export 
from Canada, as the case may be, or 
(B) the acquisition of the logs and the transportation 
of them to such point of delivery 
computed in accordance with sound accounting principles 


*As originally made by the Governor-in-Council by P.C. 331 of Jan. 
30, 1948, Section 1 read as follows: 

1. Subject to these regulations, a taxpayer may deduct from in- 
come of a taxation year an amount equal to the amounts paid by 
him in respect of taxes on the income, or any part thereof, of that 
taxation year 

(a) imposed by the government of a Province, or 

(b) imposed by a municipality in lieu of taxes on property or on 

any interest in property, other than residential property or 
any interest therein, of the taxpayer 
by way of taxes on income derived from mining operations or income 
derived from logging operations or both. 
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with reference to the value of the logs at the time of 
such delivery, excluding any amount added thereto by 
reason of processing or manufacturing the logs; 


(b) “Income derived from mining operations” means the net profit 
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or gain derived or deemed to have been derived from mining 
operations by a person engaged therein with or without an 
allowance in respect of depletion and if such a person receives 
net profit or gain from sources other than mining operations 
either by reason of the carrying on by him of the processing 
of mineral ore extracted by him or otherwise, the net profit 
or gain to be deemed to have been derived by him from min- 
ing operations shall not exceed that portion of the total net 
profit or gain received by him from all sources, determined 
by deducting from the said total 


(i) the returns received by him by way of dividends, ‘interest 
or other like payments from stock, shares, bonds deben- 
tures, loans or other like investments; 


(ii) the net profit or gain, if any, derived by him from, and 
attributable in accordance with sound accounting prin- 
ciples to, the carrying on of any business, or derived 
from and so attributable to any source, other than min. 
ing operations and the processing and sale of mineral 
ores or products produced therefrom, and other than 
as a return on investments mentioned in subparagraph 
(i) of this paragraph; and 

(iii) an amount by way of return on capital employed by 
him in processing mineral ores or products derived there- 
from, equal to 8 per centum of the original cost te him of 
the depreciable assets including machinery, equipment, 
plant, buildings, works and improvements, used by him 
in the processing of mineral ore or products derived 
therefrom but not in excess of 65 per centum of that 
portion of the said total net profit or gain remaining 
after deducting therefrom the amounts specified in sub- 
paragraphs (i) and (ii) of this paragraph: provided 
that, in the case of a person who mines and smelts 
mineral ores from which metals other than gold, silver 
or platinum are recovered in amounts exceeding in 
value 6 per centum of the total value of the metals 
recovered, the amount to be deducted under this sub- 
paragraph shall not in any case be a smaller amount 
than the following proportion of the total net profit or 
gain remaining after deducting therefrom the amounts 
specified in subparagraphs (i) and (ii) above: 

1. Where both copper and nickel are recovered, 

each in amounts which exceed in value 5 per 

centum of the total value of metals recovered .. 40% 
2. Where both lead and zinc are recovered, each in 

amounts which exceed in value 5 per centum of 

the total value of metals recovered ........ 30% 
3. Where both copper and zinc are recovered, each 

in amounts which exceed in value 5 per centum 

of the total value of metals recovered ........ 20% 


i ee acids Aaah wo Sola a wes 











THE CANADIAN CHARTERED ACCOUNTANT 


(c) “Mine” includes any work or undertaking in which mineral 
ore is extracted or produced, including a quarry; 

(d) “Minerals” includes gold, silver, rare and precious metals or 
stones, copper, iron, tin, lead, zinc, nickel, salt, saline deposits, 
alkali, coal, limestone, granite, slate, marble or other quarri- 
able stone, gypsum, clay, marl, gravel, sand and volcanic 
ash but does not include petroleum or natural gas; 

“Mineral ore”: includes all unprocessed minerals or mineral 
bearing substances; 

“Mining operation” means the extraction or production of 
mineral ore from or in any mine or its transportation to, or 
any part of the distance to the point of egress from the 
mine including any processing thereof prior to or in the 
course of such transportation but not including any processing 
thereof after removal from the mine; and 

(g) “Processing” includes milling, concentrating, smelting, refin- 
ing, fabricating, transporting or distributing. 


(sgd.) A. D. P. HEENEY, 
Clerk of the Privy Council. 


Regulations Defining “Corporation Tax” 
For Purposes of Section 6(1) of the Income War Tax Act 
P.C. 332, January 30, 1948 


as amended by 
P.C. 953, March 6, 1948 


Present: His Excellency the Governor General in Council 


WHereas Paragraph (0) of Subsection (1) of Section 6 of the 
Income War Tax Act provides that there shall not be deducted from 
income: — 

“Any corporation tax, as defined by regulation made by the Gov- 
ernor in Council, paid to the Government of a Province or to a muni- 
cipality”; 

AND WHEREAS it is desirable that the applicable provisions of the 
Dominion-Provincial Agreements shall be adhered to in any regula- 
tion defining corporation taxes; 

THEREFORE, His Excellency the Governor General in Council, on 
the recommendation of the Minister of National Revenue, and pur- 
suant to powers conferred by the Income War Tax Act, is pleased to 
make the following regulations and they are hereby made and estab- 
lished accordingly: 

1. For the purposes of Paragraph (0), subsection (1) of 
Section 6 of the Income War Tax Act “corporation tax” 
means: 

(A) A tax or fee other than a tax on net income or gross 
revenue, the imposing of which singles out for tax- 
ation or for discriminatory rates or burdens of taxation 
corporations, or any class or classes thereof, or any in- 
dividual corporation, either formally or in effect, by im- 
posing a tax or fee on or in respect of any act, matter or 
thing or any activities or operations mainly done by, or 
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*The amending Order in Council P.C. 953 of March 6, 1948, 
renumbered section I of P.C. 332 of January 30, 1948, as paragraph 
(A) and introduced paragraph (B) as reproduced hereinabove.—ED. 
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affecting, or carried on by corporations, or otherwise, ex- 
cept 


a bona fide and reasonable provincial licence, registra- 
tion, filing or other fee; provided that no fee of a 
class of fees first charged or imposed after the first 
day of January, 1947, shall exceed $250 per annum for 
each corporation and no fee charged or imposed on or 
prior to the said day which is in excess of $250 per 
annum for each corporation shall be increased and no 
fee charged or imposed on or prior to the said day 
which is less than $250 per annum for each corpora- 
tion shall be increased to an amount in excess of 
$250 per annum for each corporation; 

the fees charged for the incorporation of a company; 
a licence fee or other fee or tax for specific rights, 
benefits or franchises granted by a municipality, or 
where they are to be exercised or enjoyed only in 
territory not included in any municipality by any 
authority (including a Province) having jurisdiction 
in such territory; 

any assessment under The Workmen’s Compensation 
Act of any Province; 

a business or occupancy tax based on floor space or on 
the rental or assessed value of property, imposed by 
a municipality, or in territory not included in any 
municipality by any authority (including a Province) 
having jurisdiction in such territory; or 

any royalty or renta] on or in respect of natural re- 
sources within a Province; 


*(B) A tax that is levied on the net income or gross revenue 
or any part thereof of a corporation but does not include 
a bona fide and reasonable business or occupancy tax im- 
posed by a municipality or in a territory not included in 
a municipality by any authority (including a Province) 
having jurisdiction in such territory on the gross revenue 
or gross receipts within the municipality or territory from 
all or part of the business of: 


a telephone, electric light, electric power, gas, street 
railway or bus company, in lieu of taxes imposed on 
power lines, pole lines, towers, cables, wires, conduc- 
tors, conduits, equipment, mains, tracks, buildings, 
structures, plant or other improvements at a rate not 
in excess of three per cent of the gross receipts or 
gross revenue subject to the tax; or 

any other corporation if 

(a) the tax is imposed under legislation enacted prior 

to June 27, 1946. 


(bd) the tax is in lieu of such a tax based on floor 
space or upon the rental or assessed value of 


property. 
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(c) the tax is imposed on a corporation or class of 
corporations that is subject to the said tax 
under legislation enacted prior to June 27, 1946, 
and 

(d) the rate of tax is not in excess of the general tax 
rate. 


2. In Section 1 hereof. 

(a) “natural resources” means lands and waters, and any 
rights to or interests in lands and waters, vested in 
the Crown in right of a Province, including forests. 
minerals, petroleum and natural gas on or in such 
lands and waters and rights vested in the Crown in 
the said right to take wild animals and fish on or in 
such lands and waters; 

(b) “rental” means a charge imposed on a person in re- 
spect of the occupation or use by him of a natural 
resource, whether improved or unimproved, including 
the use of water or water power sites, without sever- 
ance, taking, extraction or removal thereof or of any 
part thereof, the real intent and purpose of which 
charge is to compensate for the value of such occupa- 
tion or use; and 

(c) “royalty” means a charge 

(i) required to be paid by a person in respect of any 
right conferred on or vested in him to sever, take, 
extract or remove any thing forming part of the 
natural resources of a Province including therein 
timber, mineral ore, petroleum and natural gas, and 
wild animals or fish the right to take which forms 
part of the said natural resources, 


the amount of which is determined by reference 
to the quantity or value or both of the thing that 
he severs, takes, extracts or removes, or alterna- 
tively in the case of mineral ore, the value at market 
prices of the minerals contained therein after ex- 
traction therefrom, and 

the real intent and purpose of which is to compen- 
sate a Province for the value in whole or in part of 
the said thing prior to its severance, taking, ex- 
traction or removal; 


but does not include a charge, the amount of which is 
determined in relation to the profits or gross receipts 
derived by the said person from the sale of products 
produced by the processing or manufacturing. of the 
said thing unless provision is made for a reasonable 
deduction from the profits or gross receipts in deter- 
mining the amount of the charge, in respect of the 
costs and value added to the said thing by reason of 
the processing or manufacturing for the purpose of 
eliminating, in the determination of the amount of 
the charge, any value added to the said thing by the 
said processing or manufacturing. 


(sgd.) A. D. P. HEENEY 
Clerk of the Privy Council. 
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DEPARTMENTAL DIRECTIVES 
Directive No. 160 


Issued by the Deputy Minister (Taxation) 
Department of National Revenue 
27th February, 1948 


ASSESSMENTS—Avoidance of Duplication of Procedures under 
the Income War Tax Act “ om. iaaaaeaea Corporation Income 
‘ax 8 


By virtue of Agreements entered into between the Government * 
of Canada and the Governments of the Provinces of Prince Edward 
Island, Nova Scotia, New Brunswick, Manitoba, Saskatchewan, Al- 
berta and British Columbia, the Deputy Minister (Taxation) is ad- 
ministering the Corporation Income Tax Acts of such provinces, (ex- 
cept with respect to Sections 47 and 48, which relate to appeals). 

To avoid a multiplicity of similar procedures under the Income 
War Tax Act and the Corporation Income Tax Acts of the above 
mentioned provinces, all directives, decisions, determinations and ap- 
provals by or on behalf of the Deputy Minister (Taxation) under pro- 
visions of the Income War Tax Act apply in respect of the same 
matters and questions arising out of like provisions under such Cor- 
poration Income Tax Acts. 

While the foregoing applies generally throughout the Corporation 
Income Tax Acts of the above-mentioned provinces, it has special 
reference to the following sections therein: 

Section 4(k)—Exemption of income from the operation of ships 

or aircraft of non-resident corporations. 

Section 4(s)—Certifications re mines. 

Section 5(1)(c)—Approval of an employees’ superannuation or 
pension fund or plan. 

Section 5(1)(f)—Approval of special payment or payments on ac- 
count of an employees’ superannuation or pension fund or 
plan in respect of past services of employees. 

Section 5(1)(h)—Approval of scientific research associations, etc. 

Section 5(6)—The filing of newspapers for the purposes of Sec 
tion 5(11) of the Income War Tax Act will be considered 
as complying with the similar requirement of Section 
5(6) of the Provincial Corporation Income Tax Acts. 

Section 8(6)—The filing of certified statements of expenditure as 
required in Section 8(9) of the Income War Tax Act will 
be considered as complying with the requirements of See- 
tion 8(6) of the Provincial Corporation Income Tax Acts. 

Section 28—A corporation filing consolidated returns under the 
Income War Tax Act will be permitted to file consolidated 
returns under the Provincial Corporation Income Tax Acts 
without formal election thereunder. 


(Sed.) V. W. T. SCULLY, 
Deputy Minister (Tagation). 
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LEGAL DECISIONS 


Russell S. Smart’s Executors, Appellants 
— 
The Minister of National Revenue, 
Respondent 
(Exchequer Court of Canada, Cameron J., January 24, 1948) 


Partnership—Sale of Interest In. 


Russell S. Smart in 1925 became a partner in F. & Co., a firm of 
patent attorneys, the other partners being J. F. and F. F. In 1926 
Smart and O. M. Biggar became partners in the law firm of Smart 
& Biggar, their agreement providing inter alia that “Smart’s net share 
from time to time in the profits of F. & Co.” should be taken into 
account in calculating the income of Smart & Biggar. In 1928 J. F. 
assigned to Smart all his interest in F. & Co. upon Smart’s undertaking 
to pay J. F. during the latter’s life out of Smart’s profits from F. & 
Co. an annual sum of specified amount. In 1940 Smart brought 
action against F. F. for breach of the partnership agreement, and 
a settlement was negotiated whereby F. F. consented to the entry -of 
judgment vesting his interest in F. & Co. in Smart upon Smart’s under- 
taking to pay F. F. during the latter’s life the same share of the profits 
of F. & Co. as he would have received had he remained a partner. 


All Smart’s receipts from F. & Co. were paid into the bank ac- 
count of Smart & Biggar except for a portion of the receipts from 
the Ottawa office of F. & Co. which Smart paid directly to F. F. All 
other payments to J. F. and F. F. pursuant to the two agreements 
were made by cheques drawn by Smart on the Smart & Biggar ac- 
count. The other partners in Smart & Biggar and the firm’s auditor 
throughout treated the firm’s share of the net profits from F. & Co. 
as the net amount received by Smart after deduction of the payments 
made by Smart to J. F. and F. F. 

Smart never included the payments so made to J. F. and F. F. in 
his income tax returns as part of his income subject to tax. In 1939 
he was assessed to income tax in respect of such payments for the 
years 1928 to 1937, but in 1940 revised assessments were issued drop- 
ping the claim. In 1946 revised assessments were issued for 1939 to 
1943 assessing Smart to tax in respect of such payments in proportion 
to his share in the partnership profits of Smart & Biggar. 


HELD: 

Smart was assessable to income tax in respect of such payments. 

The payments having been made by Smart could not be said to 
have been wholly, exclusively and necessarily laid out for the purpose 
of earning the income of F. & Co., nor, since the payments were made 
not in the process of earning the income but after the income had 
been fully earned, were they so laid out by Smart for the purpose of 
earning Smart’s income: Minister of National Revenue v. Dominion 
Natural Gas Co. [1941] S.C.R. 17. applied; Minister of National Rev- 
enue v. Saskatchewan Co-op. Wheat Producers Ltd. [1930] S.C.R. 410, 
applied; Imperial Oil Ltd. v. Minister of National Revenue [1947] Ex. 
C.R. 527 at p. 540, applied; Pondicherry Ry. v. I. T. Com’rs., 8 Ind. 
App. 239, applied. And it could not be said that Smart did not “re- 
ceive” the moneys in question; they were unquestionably under his 
contro] at all times. 
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Further, the payments in question were made on account of 
capital: Royal Insurance Co. v. Watson [1897] A.C. 1, and this was 
not affected by the fact that no fixed sum was established as the 
sale price and that the consideration was payable not in one sum 
but by annual payments: Com’r. of Tares v. F.; and EL. v. Com’r of 
Taxes, 6 A.T.D. 135. Nor did it matter that such payments may have 
been deemed income to the payee. 

As to the contention that the payments to F. F. were deductible 
under sec. 6(1) (a) of the Income War Tax Act as having been made to 
get rid of a partner whose conduct was injurious to the business, this 
principle had never yet been applied to the case of a partner as distinct 
from an officer or employee, but in any event the payments were not 
made wholly and exclusivley for such purpose but were paid in part 
at least to acquire F. F.’s interest in the business: Mitchell v. B. W. 
Noble Ltd. [1927] 1 K.B. 719, distinguished. 

Finally, inasmuch as there was no legal basis on which the pay- 
ments made to J. F. could ever have been allowed as deductions from 
Smart’s income, nothing in the nature of an estoppel was raised 
against the Minister by reason of his issue of revised assessments in 
1940, in full knowledge of the facts, omitting the claim in respect of 
the payments made prior thereto. 






















Appeal dismissed 








Oliver Mowat Biggar, Appellant 


—and— 
The Minister of National Revenue, 
Respondent 
(Exchequer Court of Canada, Cameron J., January 24, 1948) 
Partnership—lIncome of. 

Smart’s partners in Smart & Biggar were assessed to income tax 
in proportion to their partnership interest in respect of the payments 
made by Smart to J. F. and F. F., as described in the report of 
Smart’s Ezecutors v. M.N.R. ubi supra. 

HELD: 

They were not assessable to income tax in respect of such sums. 

The moneys in question did not become income of Smart & Biggar 
merely by reason of the provision in the partnership agreement that 
Smart’s “net share in the profits of F. & Co.” should be taken into 
account in calculating the income of Smart & Biggar and because 
the payments to J. F. and to F. F. (in part) were paid out of Smart 
& Biggar’s bank account from moneys paid therein by Smart out of 
the profits of F. & Co. It was open to the parties to the partnership 
agreement to place their own construction on the words “net share”, 
and this construction, it was shown, was thet the “net share” was to 
be ascertained after deduction of Smart’s payments to J. F. and F. F. 
Smart & Biggar’s bank account was only a conduit pipe through which 
the money passed, the beneficial ownership therein remaining in 
Smart until paid out in satisfaction of his personal obligations to 
J. F. and F. F. 

As to the payments made by Smart directly to F. F. out of the 
profits of the Ottawa office of F. & Co., these were never received 
directly or indirectly by Smart & Biggar and so were not income te 


the firm: Dewar v. Com’rs. of I. R., 19 Tax Cas. 561, applied. 
Appeal allowed. 
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Carden S. Bagg Appellant 
—and— 


The Minister of National Revenue, 
Respondent 


(Bachequer Court of Canada, O’Connor J., February 16, 1948) 


Company—Reduction of capital—Capitalization of undistributed in- 
come, 

Appellant owned 518 shares of a Dominion company which had an 
authorised capital of $200,000 divided into 2000 shares of $100 par 
value, of which 1800 had been issued as fully paid up. Between 1922 
and 1937 the company had written off a capital asset of $140,000 
representing goodwill and charged this amount to surplus, thereby 
reducing its capital from $180,000 to $40,000 and changing a surplus 
of $38,000 (approx.) to a deficit of $102,000 (approx.) The write-off 
of goodwill was not recognised for income tax purposes, with the 
result that from an income tax viewpoint the company had on hand 
undistributed income of $38,000 on June 3, 1938. On this date, sup- 
plementary letters patent were issued (1) reducing the company’s 
authorised capital from $200,000 to $79,200 by (a) cancelling the 200 
unissued shares, and (b) reducing the paid up value of the 1800 issued 
shares from $100 per share to $44 per share; and (2) converting the 
1800 issued shares to 1800 new shares having a par value of $44 each. 
Appellant received the converted shares, and was assessed to income 
tax on his proportionate share of the $38,000 undistributed income 
which the company had on hand on June 3, 1938 under sections 15 
and 16 of the Income War Tax Act, R.S.C. 1927, c. 97, which provide: 


“15. When, as a result of the reorganization of a corporation 
or the readjustment of its capital stock, the whole or any part of 
its undistributed income is capitalized, the amount capitalized 
shall be deemed to be distributed as a dividend during the year 
in which the reorganization or readjustment takes place and the 
shareholders of the said corporation shall be deemed to receive 
such dividend in proportion to their interest in the capital stock 
of the corporation or in the class of capital stock affected.” 

“16 (1). Where a corporation having undistributed income on 
hand reduces or redeems any class of the capital stock or shares 
thereof, the amount received by any shareholder by virtue of the 
reduction shall, to the extent to which such shareholder would be 
entitled to participate in such undistributed income on a total 
distribution thereof at the time of such reduction, be deemed to 
be a dividend and to be income received by such shareholder.”* 


*Section 16(1) was later amended by the Dominion Statutes of 
1943-44, Chap. 14, sec. 15, to read: 

“Where a corporation having undistributed income on hand re 
duces or redeems any class of capital stock or shares thereof, or con- 
verts any class of the capital stock or shares thereof into any other 
class of capital stock, shares or other security thereof, the amount or 
the value of any consideration or right received by any shareholder 
by virtue of the reduction, redemption or conversion shall, to the ex- 
tent to which such shareholder would be entitled to participate in such 
undistributed income on a total distribution thereof at the time of such 
reduction, redemption or conversion, be deemed to be a dividend and 
to be income received by such shareholder.” (The italicised words were 
added by the amending section). 
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HELD: 
(1) The appellant was not assessable to tax under sec. 16(1). 

“What the respondent contends is that ‘amount’ in sec. 16(1) 
means ‘consideration’... But in my opinion sec. 16(1) contemplates 
a reduction in capital and a distribution among the shareholders of 
the capital no longer required. And the ‘amount’ mentioned in the 
section refers to a payment to a shareholder of his proportion of the 
capital not required. The receipt of the new shares in exchange for 
his old shares by the appellant was not an ‘amount’ received within 
the meaning of sec. 16(1).” ; 

(2) The appellant was, however, assessable to tax under sec. 15. 
The whole of the Company’s undistributed income was capitalized 
within the meaning of sec. 15 on June 3, 1938. 

Such capitalization did not take place between 1922 and 1937 when 
the earned surplus was used to write off the capital asset of goodwill. 
After referring to the Dominion Companies Act, 1934, c. 33 and to 
Inland Revenue Com’rs v. Blott [1921] 2 A.C. 171, O’Connor J. said 
“in my opinion a Company may add undistributed income to capital 
so as to (a) issue shares to the extent to which it still has shares 
authorised but unissued or (b) increase the authorised capital and 
issue new additional shares or increase the paid-up capital in each 
share thereby increasing the par value of each share. In my opinion 
using the undistributed income for writing off goodwill did not capital- 
ize it... But... the reduction and conversion did result in the 
capitalization of the undistributed income.” 

Had the Company represented that $140,000 had been lost or was 
unrepresented by assets and that the remaining capital was only 
$40,000, although the Company had in addition undistributed income 


of $38,000, the capital stock would have been decreased to $40,000. 
But instead the Company represented that the capital remaining was 
$79,200, which included the undistributed income of $38,000, and the 
capital stock was fixed at this amount by the supplementary letters 
patent, thereby capitalizing the undistributed income, and rendering 
the shareholders liable to tax under sec. 15. 


Appeal dismissed. 
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J. E, SMYTH, C.A., Editor 
NOTES AND COMMENT 


We have recently been stimulated by some remarks of 
a friend who has been trained as a lawyer. In the course 
of his work he has had occasion to inquire into the deriva- 
tion of the meaning of “income” from a legal point of view, 
and his researches suggest that the legal concept of “in- 
come’”’ was first associated with land. 

An early problem arose in connection with landed 
estates the use of which one person was (by the terms of 
a will) to enjoy during his lifetime but the title to which 
was to pass to another named party or his heirs upon the 
death of the life tenant. How far could the life tenant go 
in exploiting the property to his own advantage? How 
many trees could he cut down? 

In time legal precedent was established for the proposi- 
tion that a life tenant is entitled to such produce of the 
estate as will leave it in essentially the same physical con- 
dition as when the tenancy commenced. A life tenant could 
cut down as many trees during his occupation as would be 
compensated for by growth in the remaining timber. 

Now when we heard this, it seemed to us that the in- 
come of a life tenant had come to be defined in a legal sense 
which is somewhat analogous to the figure for income 
which a businessman requires of an accountant today. An 
accountant shapes the figure for net profits to ensure that 
in the event of its total cash distribution to owners, the 
number of dollars originally invested in the business will 
remain intact. In other words, physical assets are con- 
served for the purposes of administering an estate while 
in business it is a quantity of dollars which is retained. 


Regina Students Society 
The Regina Chartered Accountants Students’ Society 
held their annual meeting on January 26, 1948. The 
retiring President, C. E. Chase, presented an outline of the 
activities during the past year. The retiring Secretary- 
Treasurer, R. E. Oliver, presented the financial statement 
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of the past year. Officers elected for the ensuing year were 
as follows: President—Jack Gordon; Senior Vice President 
—Ken Williamson; Junior Vice President—Doug. Glynn; 
Secretary-Treasurer—Earnie Straus. Following a discus- 
sion of the general meeting, the executive met subsequently 
and have prepared an extensive programme for the ensuing 
months. A series of lectures has been arranged, the first 
having taken place on February 16th. For purposes of 
the lectures, the Student Society is divided into three 
groups, namely, Primary, Intermediate, and Senior. Each 
group receives a lecture once a fortnight, the Primaries on 
Mondays, the Intermediates and Seniors on alternate Tues- 
days. All meetings are held in the offices of Rooke, Thomas 
and Company in the Leader-Post Building at 7.30 p.m. 
Students are urged to attend and may be present at meet- 
ings of groups of other than their own classification. 
Chartered Accountants in the City of Regina are under- 
taking the lectures. To date there has been real interest 
shown by the members of the profession as well as the 
students in the meetings. 


The Chartered Accountants Students’ Society 
of The Province of Quebec 


The series of Dinner Meetings held by The Chartered 
Accountants Students’ Society of the Province of Quebec 
have been very well attended. The speakers on these occa- 
sions were C. F. Elderkin, C.A., H. C. Hayes, C.A., and A. 
W. Gilmour, C.A., who spoke on “Bank Inspection in Can- 
ada”, “The Proposed Amendments to the Dominion Com- 
panies Act” and “Some Aspects of Income Tax” respective- 
ly. The last Dinner Meeting of the season will be held on 
March 18th, when Mr. P. F. Vineberg, B.C.L., will address 
the members on “Succession Duties”. 

Study Groups and Discussion Periods on past inter- 
mediate and final examination papers were held weekly 
from October 2nd to November 21st for both French-speak- 
ing and English-speaking students. All of the lectures 
were well attended and were much appreciated by the stu- 
dents. 

There was a large attendance at the annual dance held 
in the main Ballroom of the Ritz Carlton Hotel in Decem- 
ber. Blake Sewell and his orchestra supplied the sweet 
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music and those members endeavouring to shake off the 
examination blues were completely successful. The event 
was thoroughly enjoyed by all and Bob Berry, Chairman of 
the Social Committee, and his hard working assistants are 
to be congratulated. 

The Society is having one of its most successful seasons 
with a membership of 1,488. 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I, 
INTERMEDIATE EXAMINATION, DECEMBER 1947 
Accounting I, Question 2 (20 marks) 


As auditor of the Hard Rock Quarry Co. Ltd. you are handed the 
company’s balance sheet upon which you find among the liabilities 
the following item: 

“Reserves etc.—$403,000” 

On further enquiry you find that the composition of this total 
is as follows: 

Reserve for contingencies 
Reserve for damage suit re injuries to a passer-by from 

blasting operations 5,000 
Reserve for blasting damage 10,000 
Premium on sale of capital stock 53,000 
Premium on sale of bonds 8,000 
Sinking fund for bond retirement 97,000 
Reserve for fluctuations in inventory values 26,000 
Reserve for doubtful accounts 7,000 
Reserve for income tax 21,000 
Pension fund 14,000 
Reserve for depletion of quarry 37,000 
Provision for moving-out expenses on exhaustion to quarry 50,000 
Required: 

Write a letter to the president of the company outlining any 
suggested changes you might make in the balance sheet presentation 
of the foregoing, stating clearly your reasons in each case. 

SOLUTION 

The letter should point out that the various reserves comprising 
the total of $403,000.00 are different in nature and should be stated 
separately on the balance sheet. They comprise the following general 
classifications: 

1. Reserves which provide for liabilities of more or less certain 
amount: 

(a) Reserve for damage suit 

(b) Reserve for income tax 

These reserves should appear in the current liabilities section of 

the balance sheet. 
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2. Reserves which provide for liabilities of uncertain amount: 
Pension fund 14,000.00 
This item should be captioned “Reserve for pension fund” as a 
“fund” account should represent assets. Probably this reserve has 
a corresponding fund account among the assets. It should be 
shown on the balance sheet separately under the heading “Reserves”. 
. Reserves which provide for a decrease in the value of a specific 
asset: 
(a) Reserve for doubtful accounts 
(b) Reserve for depletion of quarry 
These reserves should be deducted from .their respective asset 
accounts in order to show the correct net value of these assets. 
. Premium on sale of bonds 8,000.00 
This item is not truly a reserve but is rather a deferred credit to 
operations which will be amortized over the life of the bonds and 
will serve to reduce annual interest charges. It may be shown as 
a deferred credit on the balance sheet. 
. Surplus reserves: 
(a) Those representing appropriations of surplus ear-marked as 
not available for dividend payments. 
Sinking fund for bond retirement ,000.00 
Here too the caption should be “Reserve for sinking fund” for 
reasons already discussed. 
(b) Those representing general appropriations of surplus to pro- 
vide for possible future losses not yet determinable: 
Reserve for contingencies 
Reserve for blasting damage 
Reserve for fluctuations in inventory 
values 
Reserve for moving-out expenses 
Both classes (a) and (b) above should be shown in the surplus 
section of the balance sheet as appropriated surplus. 
. Premium on sale of capital stock - $53,000.00 
This item is not a reserve but is rather a realized capital sur- 
plus. It should be shown in the net worth section as an addition 
to capital stock and surplus. 

Editor's Note: The editor believes that “Pension fund”, being a liabil- 
ity reserve, might alternatively be presented under the heading 
“Deferred liabilities”. 

PROBLEM II. 
FINAL EXAMINATION, DECEMBER 1947 
Accounting I, Question 3 (15 marks) 
The following is the condensed Trial Balance of “B’’ Company 
Limited at the 3lst December 1946. 


Current Assets $ 500,000 
4,500,000 


$5,000,000 


Current Liabilities $ 500,000 

Capital Stock 
3,000,000 common shares of no par value 1,500,000 
3,000,000 


$5,000,000 
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“Y” Company Limited has on the 2nd January 1947 arranged to 
purchase all of the shares of “B” Company, the consideration being 
1,500,000 common shares of no par value of “Y” Company, which is 
incorporated under the Dominion Companies Act. 

The comptroller of “Y’” Company has been requested by the Board 
of Directors to prepare a memorandum discussing the matter in suffi- 
cient detail to enable them to decide on the entries to be made in the 
books of “Y” Company to record the completed transaction and to 
advise of any action required by the Board of Directors relative 
to such entries. They also wish to know how the shares of “B” 
Company will appear in “Y” Company’s balance sheet. 

The comptroller has requested you to draft the memorandum 
suitably setting forth the information required by the directors. He 
supplies you with the following information in addition to the trial 
balance reproduced above: 

(a) Market value (Stock Exchange quotation) of “B” Company 

shares 2nd January 1947—$1.75 per share. 

(b) Stock exchange market quotations of “Y’ Company shares 2nd 
January 1947—$4.00 per share. This has been fairly con- 
sistent over the past year and corresponds with the price of 
an issue six months previously. There are oenene shares 
already outstanding. 

Required: 
Prepare the draft memorandum required by the comptroller. 


SOLUTION 
Draft 


Memorandum to the Board of Directors “Y’ Company Limitea 
Re: Purchase of Shares of “B” Company Limited 2nd ee 1947 
Dear Sirs: 

In order to prepare the entries for the books, it will be necessary 
for the Board of Directors to decide the following points and pass 
the necessary resolutions: 

1. The value to be attributed to the shares of “B” Company acquired. 

2. The value to be attributed to the shares of “Y” Company issued 
in payment. 

3. The allocation of the aggregate amount determined in item 2 as 
between capital stock and paid in distributable surplus. 

Normally the amounts arrived at for items numbers 1 and 2 
would be the same. Therefore, I will deal with these items together. 

For this purpose I set forth the following figures: 

(a) Value of “B” Company shares based on stock ex- 

change quotations 2nd January 1947 

3,000,000 shares @ $1.75 $5,250,000 
(b) Value of “B” Company shares based on equity 

shown by trial balance of “B” Company at 31st 

December 1946 4,500,000 
(c) Value of “Y” Company shares issued in payment 

based on stock exchange quotations 2nd January 

1947 

1,500,000 shares @ $4.00 6,000,000 

It is noted that the shares acquired represent the entire outstand- 
ing shares of “B” Company. It would not be reasonable to consider 
that the quoted market value would be applicable to such a large 
block of shares. Therefore, I suggest that item (a) be discarded 
as a basis for determining value. 
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Item (b)—the equity has some significance since if a consolidated 
balance sheet is prepared, it will be the amount eliminated against 
the investment account. There is some advantage in using this 
figure because it avoids creating a goodwill figure in the consolidated 
balance sheet. However, it is realized that in arranging the acquisi- 
tion, one of the important considerations may have been the benefits 
from owning “B’” Company in which case it would be justifiable to 
consider the use of valuation (c). 

Valuation (c) would be satisfactory in view of the steady price 
range of the stock and the price at which the recent issue was made, 
$4.00. This has the advantage of indicating in the accounts the 
amount paid for “Goodwill”. 

Considering the circumstances I would suggest using $6,000,000 
as the valuation of the shares and the amount to be used in recording 
the issue of the shares of “Y” Company. 

On this basis, the entry in the books would be: 

Investment in subsidiary company 
“B” Company 3,000,000 shares Dr. $6,000,000 
Capital stock account | 
Distributable surplus Cr. ene 

The allocation of a portion of the $6,000,000 to Distributable sur- 
plus is a matter for your discretion and under the provision of the 
Dominion Companies Act may be an amount equivalent to the balance 
in Earned surplus of “Y” Company at the 3lst December 1946— 
$3,000,000. ' 

In view of the fact that the surplus of “B” Company will be 
considered “Surplus at acquisition” and will be eliminated against the 
investment account in “Y” Company’s books in consolidation and 
more particularly in view of the fact that “B”’ Company has no 
surplus of current assets over current liabilities, I would suggest 
treating the entire amount as capital. However, this is a matter for 
your decision. 

The investment in the shares of “B’” Company would normally 
appear on the balance sheet of “Y” Company as follows: 
































ee ee 


Investment in wholly owned subsidiary company 
“B” Company Limited at cost .............. 


ee ee 









PROBLEM III. 
FINAL EXAMINATION, DECEMBER 1947 
Accounting I, Question 4 (15 marks) 

You have been appointed to carry out an investigation of a public 
utilities company for the purpose of determining the fairness of the 
rates charged to the public. 

The rate agreement provides among other things that the net 
profits computed in accordance with sound accounting principles shall 
not exceed 10% on the paid up capital stock of the company. 

The following charges are included in the operating accounts 
produced in support of the Company’s contention that the present 
rates are fair. 

1. Depreciation on Buildings and Equipment at approved. rates 
CRUD ND I v6 nes iScwe ce ta elbnedvedens sos $80,000 
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2. Company’s contributions to Employees’ Retirement Fund 
in accordance with properly approved agreement 
Current services 
Past services—being payment over a ten year 
period of the capital amount required at the 
date of commencement of the plan 


3. Provision for Sinking Fund re Equipment Bonds 
4. Interest on Equipment Bonds 
Required: 
Briefly discuss the propriety of each of the charges. 


SOLUTION 


. Depreciation on buildings and equipment $80,000 
This is a proper charge. Depreciation is recognized 
as an expense being the provision for the amortization of 
the cost of the assets over their estimated life. 
. Contribution to employees’ retirement fund current services $50,000 
This would normally be considered a proper charge since 
it in effect constitutes additional remuneration to the 
employees. 
Past services $20,000 
The propriety of this charge could be a debatable point. 
The final decision would probably depend upon other facts 
and circumstances not given here. Some of the pros and 
cons are as follows: 
For: 
Assuming that rates in the past have been proper, it is probable 
that it was not possible to create a surplus out of which to meet 
this obligation. Therefore, it is necessary to recover the charge out 
of current earnings. It would be assumed that at the end of the 
10 year period a new rate would be set unless other compensating 
items had arisen. 

This could quite properly be considered additional remuneration 
on the basis that it represents the current cost of making good a 
responsibility to employees. It may be likened to a case where 
insurance is purchased on employees and a higher rate is payable 
on the older employees than on the younger employees. 

Against: ; 

The amount of the capital amount required at the inception of the 
fund does not properly belong with current charges because it repre- 
sents a cost relating to prior years. It should be considered a capital 
item and financed through the company’s capital stock issues. 

Any charge of this nature if allowed should be pro rated on a 
proper actuarial basis. 

3. Provision for sinking fund re equipment bonds 
This is not a proper charge because it duplicates the 
charge already taken up as depreciation and normally sink- 
ing fund provision is not a charge against earnings. 
. Interest on equipment bonds 
This is a proper charge in the same manner as bank 
interest or any other interest on borrowed money. 





A “piat improvement in 
LEDGER SHEETS ~ 


A new, low one oes in making sheets for loose leaf 
ledgers has been d -by our plant. Comparison with 
existing sheets will you the advantages: 

1—Perfect etree and alignment of inter- 
secting lines 
2—Ink eradiéator has no effect on the Seeks only 
the unwanted figures disappear. 
3—All sheets are: on green tinted, Eyesaving 
Ri oni with green: and brown, ruling to reduce 


Accountants should telephone or write for samples of, 
these new sheets—or better stillsend us one of your present 
sheetS so we may show you the pa reeponaiag form made 
‘by piss new methiod. 
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